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Mr. President:

Anne Wexler and Jack
Watson concur with Stu et
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THE WHITE HOUSE
WASHINGTON

\(®

December 23, 1978

MEMORANDUM FOR: THE PRESIDENT

FROM: , STU EIZENSTAT S’M

JIM McINTYRE
CHARLES SCHULTZE
SECRETARY BERGLAND

. SECRETARY CALIFANO
SECRETARY MARSHALL

SUBJECT: - Welfare Reform

This memorandum asks your approval of the basic welfare reform

strategy to which we have agreed. In brief, our recommendation
involves:

- Approval at this time of a basic package with

costs of $5.5 billion (1982 dollars) when fully
implemented in 1982.

- Authority from you to discuss this program with

‘ key members of Congress, State and local govern-
ment, and other interests with the understanding
that although every effort will be made to hold
the cost down, we may recommend to you ' specific
additions in the range of $700 million to $1.5 %;
billion before the proposal is formally submitted 2
to Congress.

BACKGROUND

Actions to Date

It is important to note that the last Congress took a number
of steps toward the achievement of the Administration's welfare
reform objectives. These include:

° Restructuring the CETA PSE program to provide
a new Title II with additional training slots
and 267,000 jobs sharply targeted to the
structurally unemployed.
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Enacting both the Administration's targeted
employment tax credit, which when fully effec-
tive will provide $1 billion in incentives
annually to hire youth and welfare recipients,
and an expanded WIN tax credit.

Expanding the Earned Income Tax Credit from
$900 million to $1.8 billion.

Enacting major reforms in the Foed'Stamps
program.

Development of the Administration's Proposal

Attached at Tab A is a memorandum submitted by Secretary Califano,
in which Secretaries Marshall and Bergland concur, which provides
useful background and offers two options -- one costing $10.7 and
one costing $7.0 billion fully implemented in 1982 in 1982
dollars. While the Secretaries initially recommended the $10.7

billion program, they now support the strategy recommended in
this memorandum.

Like the larger options described in TAB A our recommendation
is an incremental reform designed to:

° increase work effort in the welfare population; ‘A

provide greater aid to low-income families work-

ing in the private sector, at the same time

reducing reliance on welfare, by expanding the Py A
Earned Income Tax Credit (EITC);

place primary reliance on the provision of employ-

ment and training opportunities rather than cash to e#%
assist the employable poor, with maximum emphasis

on encourading private ssector employment;

improve the adequacy and fairness of the welfare
system by raising AFDC benefits in the low-payment

States and mandating 11@£Eggﬁggze£§ge of two-parent 2
families;
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simplify the welfare system, increase efficiency, &£

and reduce error and fraud;

provide fiscal relief to State and local governments.‘? ”::};

DESCRIPTION OF THE JOINT WELFARE REFORM PROPOSAL

1. Reforms of Cash Assistance. We recommend a series of

changes in administration and program benefits at a net cost of
$1.6 billion.

To improve administration of the existing AFDC program we
recommend :

o

Standardized (rather than itemized) deductions for dé
work-related expenses.

Regular reporting of actual income (rather than- ‘Aé
S0 - : ‘ . . . o
estimating future income over periods determined

at State option).

Aligning the definitions of income and assets in -€¥?£‘1[:7
the AFDC program with those recently enacted for
food stamps.

To improve the benefit structure of the program, we recommend :

o

A national minimum benefit of 65% of poverty for
AFDC benefits and food stamps combined. This will
raise benefits in the 12 lowest-benefit states.

Improved coverage of two-parent families through:

-- mandated coverage of intact families
through the existing national AFDC - d’f
Unemployed Parents program in the 24 :
states which presently do not have
such coverage;

elimination of restrictions which presentily
limit the program to those who have worked 7
full-time in six of the 13 most recent quarters. e
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" -=— improving work incentives by removing the
present provision prohibiting more than 4L,
100 hours monthly of employment by those
receiving AFDC-UP benefits.

-— AFDC-UP benefits would be provided on an
8-week basis to those able to work but un- *
able to find a job, with stringent job search 4
requirements. I

-- to strengthen the work incentive, in the
AFDC-UP program no federal financial partici- ﬂé
pation will be available for benefits ex-
ceeding 80% of poverty.

2. Employment Opportunities and Work Incentives

A. Jobs.

Our program would not guarantee, but would attempt to assure
the estimated 710,000 jobs needed to provide employment to
principal earners of families eligible for cash assistance.
(Single—parent family heads with children under age 7 would
not be required to work but could do so voluntarily.)  However,
we estlmate that:

o

at least 150,000 jobs will be provided to this
population by the private sector under the
influence of the Targeted Employment Credit, the
WIN tax credit, and tra1n1ng programs.

° '.at least 167,000 jobs will be available from the
existing structural unemployment program con-
tained in Title II of CETA.

Our proposals would, therefore, provide up to 390,000 additional
jobs. through Title II of CETA, and other training services
targeted to persons eligible for cash assistance, at an additional
gross cost of up to $5.3 billion. Because there would be a
savings in cash welfare payments, unemployment compensation
benefits and taxes paid on earnings, the net cost to the Govern-
ment of the additional jobs and training slots will not exceed
$2.8 billion.
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OMB observes that improved performance in the private sector

or improved use of training opportunities presently provided

by the Federal Government could reduce the need for new
federally-provided job opportunities. To the extent that this
is true, a smaller number of additional federally supported jobs
would be provided.

In addition, our proposal would make clear that our commitment
to providing any particular level of direct employment in 1982
or any other year is subject to:

o

economic conditions at the time;

budgetary realities; and v

the performance of the new CETA Title II program v
and of the expanded tax credits enacted last

year.

However, since our proposal relies on work rather than cash
payments for those able to work, a substantial level of jobs

is important, especially to coverage of intact families.

B. Earned Income Tax Credit

Our proposal includes an expansion of the existing Earned

Income Tax Credit of $1.1 billion to increase the incentives
of low income working families to work in the private sector
(or in regular public jobs). Under amendments adopted last
year the EITC now amounts to 10% of earnings up to $5,000 in

earnings and phases out at $11,000. Our proposal would increase
the credit to 15%. ‘

3. PFiscal Relief

Qur proposal contains $900 million in fiscal relief, and a
hold-harmless provision assuring that in no case will State
costs increase.

The relief is greatest for the high-cost, high-benefit states
such as New York and California, with New York State receiving _
approximately $186 million and California receiving $161 million.
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The fiscal relief is reduced sharply from last year's bill
(which provided $2.2 billion). "~ States are in generally
favorable financial condition but many localities (including
New York City and California communities impacted by
Proposition 13) are not. Therefore we may recommend that in
those states where local governments contribute to the wel-
fare program there be a,lOO%‘passthrough‘of the fiscal relief
to the local level. Last year's bill passed through 50 percent.
(Under this full passthrough approach relief to New York City
will be approximately $120 million.)

STRATEGY

'We have de31gned a very lean package which makes progress 7
toward your major reform goals. Enactment of any welfare )
reform in the next session of Congress will require support
from key members of the House (including Al Ullman, Jim
Corman, Carl Perkins and Gus Hawkins), bipartisan support in
the Senate, and support from outside groups including State
and local governments and civil rights leaders.

We are hopeful that a working consensus can be established
in the next 3 weeks. But to do so we believe that we must
have leeway to make modest increases in the program during
the course of negotiations,

We urge you to approve "negotiating leeway" of $700 million - ig
$1.5 billion with the understanding that (a) we will do our bl
best to hold additions down (b) that no agreement will be made’pﬁ?iy
to an addition without your approval, and (c¢) that the trade-

off for increases must be enhanced chances for enactment. dvore’ }z;

AREAS OF POTENTIAL DISAGREEMENT

All of us agree on the basic negotiating package and the
strategy outlined above. However, you should know that when
-you make your final decisions there may be areas of disagreement.
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Secretaries Califano and Bergland strongly
recommend cashing out food stamps for SSI

beneficiaries at a cost of about $500 A’l
million. The cash-out is an important 4ﬁ 2 f/
benefit to the elderly and disabled who Ve 7 i

otherwise do not benefit from this reform.

It is also the only consolidation 'in this ‘
scaled-down package. It will simplify
administration, substantially increasing
efficiency and reducing errors. Your other
advisors want to await the outcome of con-
sultations before making a recommendatlon

in this area.

'CEA believes that it is important to emphasize
three characteristics of the strategy in this
memorandum: (1) We are not proposing a
guaranteed job and should make this fact clear
in our negotiations and statements. (2) Any
spending for new CETA jobs in 1982 is contingent
on experlence with existing programs and on
economic conditions. (3) We are not committed
to the mix of provisions in the $5.5 billion
package described here; for example we should be
willing to shift some money from jobs to more
extensive cash reforms or to a bigger EITC if
further analysis and political considerations
indicate that such a shift would be desirable.

Recommendations

1. Approve $5.5 billion package as a basis for
discussions with outside groups and Congress.

Agree v’ (recommended) Disagree

2. Approve $700 million ~ $1.5 billion negotiating
room. ' ‘

Agree (recommended) v Disagree

Other



FY 1982 Net Federal Costs

( $ billions)

Cash Reforms 1.6
EITC expansion 1.1
Jobs )
(Gross) (5.3)
(Cash Savings) : (-2.5)
Jobs total ng
Total Federal 5.5%

*This total includes $900 million in fiscal relief. With

food stamps added to the package, the total would be $6.0
billion.
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THE SECRETARY OF HEALTH, EDUCATION, AND WELFARE
WASHINGTON, D.C.20201

November 29, 1978

MEMORANDUM FOR THE RRESJDENT
FROM JOE CALIFANO *

SUBJECT: WELFARE REFORM

The attached memorandum was prepared jointly with staff from the
Departments of Labor and Agriculture and has been approved by
Ray Marshall and Bob Bergland.

It suggests a strategy for welfare reform in the 96th Congress and
seeks your approval to begin Congressional consultation on one of
two broad options. Your final approval of the details would not be
sought until we have completed that consultation, but we need to
have your tentative views before proceeding further.

Neither option entails new outlays in FY 1980. The bulk of new out-
lays under either option would not be phased in until at least FY 1982,
Both options represent significantly scaled down versions of the
Program for Better Jobs and Income (and would cost between one-third
and one-half of PBJI in FY 1982).

Nonetheless, both options could achieve significant reform in our
nation's welfare system—and make substantial progress toward the
important goals established by the Administration's original proposal.

An executive summary precedes the longer memorandum.

Attachments
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WELFARE REFORM MEMORANDUM: " “EXECUTIVE SUMMARY

We believe that a Congressional consensus can be forged on an
"incremental"” welfare reform bill (i.e., one that retains the current
AFDC, Food Stamps, and SSI programs). We should begin consultation
soon with the Hill and interest groups to move from the broad con-
sensus on goals that now exists to the specifics of a proposal that
would pass in the 96th Congress.

This memoramdum presents two options for your consideration, one at
about one-half and the other at about one-third of the Congressional
estimates of the cost of the Program for Better Jobs and Income (PBJI).
No funds are targeted for Welfare Reform in FY 1980, and most new out-
lays for the program would occur first in. FY 1982. Both options would:

0 increase work effort in the welfare population;

0 place primary reliance on the provision of employment
and training opportunities as a method of assisting
the employable poor to maintain incomes of families
whose primary worker cannot find a job;

o provide greater aid to low-income working families.
without increasing reliance on welfare by expanding
the Earned Income Tax Credit (EITC);

o 1improve the adequacy and fairness of the welfare system by
raising benefits in the low-payment States and mandating
limited coverage of two-parent families;

o simplify the welfare system, increase efficiency, and reduce
error and fraud;

o move toward consolidation by cashlng out Food Stamps for the
SSI population;

o provide fiscal relief to State and local governments.

The net Federal costs of the two options are:

ggtion 2\ ggtion‘B
FY 1982 Net Cost $10.7 billion $7.0 billion
1982 Fiscal Relief $1.9 billion $900 million

(included in net cost)
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Options A and B differ as follows:

(o]

o

Option A would provide $1 billion more in fiscal relief;

Option A would spend $1.7 billion more on expanding the EITC;
Option A would create 550,000 new CETA jobs for principal earners
while Option B would create 462,500 new jobs and retarget about
87,500 existing slots (saving about $700 million);

Option A would cash out Food Stamps for SSI recipients at a
more generous level (costing about $300 million more).

As noted, neither option requires any FY 1980 outlays. Under each
it is possible to phase in components to reduce the FY 1982 Budget impact
and push some of the increased cost into FY 1983, if that is necessary.
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WELFARE REFORM MEMORANDUM

I. INTRODUCTION

This memorandum seeks your decision on the broad outlines of the
welfare reform proposal the Administration should submit to the Congress
next year. No new funds are sought for welfare reform in FY 1980,
other than for the Demonstration Projects being requested in the DOL
budget.

Your original proposal-—the Program.for Better Jobs and Income
(PBJI )~-would have cost about $20 billion in FY 1982 net outlays using
Congressional Budget Office assumptions, which counted all Earned
Income Tax Credit (EITC) outlays and used only offsets stemming directly
from the bill. In this memorandum we discuss two Options—-one costing
approximately half of PBJI in Fiscal 1982 ($10.5 billion) and a second
costing slightly more than one~-third of PBJI ($7 billion).

We seek your decision on the broad outlines of a proposal—rather
than on a final proposal--because close consultation with key members of
the Congress should occur before a Presidential message and transmittal
of detailed specifications. After consultation, we would seek your
approval of a detailed plan.

Despite general skepticism about increased government spending, there
is an emerging consensus—cutting across parties and including important
members in both the House and the Senate--which could coalesce around a
more modest Administration proposal. Developing such a consensus
is essential if welfare reform is to move quickly—and to completion—-
in the 96th Congress. (A short history of our efforts in the 95th .
Congress is attached at Tab A.)

In addition to taking advantage of potential Congressional con-
sensus in a highly controversial area, there are three other reasons
for submitting a welfare reform package in the 96th Congress:

First, reforming our nation's welfare system through a combined
jobs and cash assistance strategy was a major theme of your
Presidential campaign and one of the Administration's first
major domestic initiatives. Although we are entering a

period of budget stringency and cutbacks, it is essential

to protect the well-being of the poor, whose needs are
greatest but whose political influence is often the smallest.
To abandon welfare reform would be to abandon the Adminis-
tration's major commitment to America's poor and abdicate

our important leadership role in Congressional deliberations.
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Second, faced with mounting pressures to cut local taxes, State
and local governments will be taking steps themselves to
change the shape of their welfare programs. In the absence

of strong leadership from Washington, those changes may further
confuse and complicate welfare nationally and make any future
rationalization of the system more difficult. By contrast, the
changes in either Option are a good foundation for future
reforms in the direction of PBJI.

Third, we have already achieved major elements of reform in the

95th Congress that support our approach to welfare reform:

- the expanded EITC contained in the tax bill provides

needed although still insufficient assistance to the
working poor;

the new targeted job and expanded WIN tax credits should
facilitate private sector employment of certain categories
of the structurally unemployed, although the exclusion
from eligibility of many heads of low-income families

is a serious inequity we should seek to rectify; and

the major new structural employment and training program
established as Title II of the reauthorized CETA program

can provide the conceptual and administrative framework

for the employment component of welfare reform as well as
some portion of the required resources. If funds for
welfare reform are limited, we should move forward quickly
to channel a substantial portion of the new CETA Title II
resources to support welfare reform before they are committed
to other objectives.

The remainder of this memorandum contains:

(o]

a description of the two.options presented here for your
consideration, using PBJI as a standard of comparison;

details on the costs of the options and a discussion of

budget margins;
a discussion of a "two-bill" legislative strategy; and

a section containing our recommendations and setting
forth the decisions required at this time.
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II. THE TWO OPTIONS DESCRIBED

Option A in Brief ($10.5 billion in FY 1982)

This proposal is very similar to the welfare reform proposal made
by the New Coalition in June, 1978.

It would greatly increase employment opportunities for the low income
population, providing a job or training opportunity for all families
eligible for cash assistance. Unlike the New Coalition proposal, however,
many of the job and training opportunities would be in the private
sector, and more emphasis would be placed on training in the CETA com-
ponent to maximize transitions to the private sector.

The administration of Aid to Families with Dependent Children (AFDC)
and Food Stamps would be greatly simplified and made more efficient.
The aged, blind, and disabled would no longer have to apply for and use
Food Stamps, since Food Stamps would be cashed out for recipients of
Supplemental Security Income (SSI).

AFDC benefits in the lowest-paying States would be raised to a uniform
national minimum benefit level, increasing adequacy and reducing interstate
variations. Two—-parent families in all States would be eligible for temporary
cash aid while waiting for job opportunities, or if jobs were not available.
But, for those families whose head is expected to work, support would
come typically from wages, Food Stamps, and expanded EITC benefits.

Fiscal relief of about $1.9 billion would be provided State and
local governments.

Option B in Brief ($7 Billion in FY 1982)

The cash portion of this proposal is nearly identical to Option A
except that fiscal relief has been reduced to about $900 million, the
EITC has been reduced, and Food Stamps have been cashed out at a lower
level for SSI recipients. The jobs and training proposals are. estimated
to provide an equivalent number of slots as Option A but would accomplish
this in part through a retargeting of current CETA slots to AFDC family
heads and away from other low-income persons. This would shift about
$1 billion of existing CETA funds to support welfare reform purposes.

A. Income Assistance

1. Program Consolidation

o Both options would cash-out Food Stamp benefits for SSI recipients.
This would improve the adequacy of benefits for many SSI recipients
since only about half of those eligible participate in the Food
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Stamp program. It would also eliminate the need for SSI recipients
to travel to a different office for their Food Stamps. (AFDC and
Food Stamps are already administered by the same office.)

o Aside from cashing out Food Stamps for SSI recipients, both options
would leave the AFDC, Food Stamp, and SSI programs in place rather
than combining them into a new Federal cash assistance program as
PBJI would have done.

o To improve efficiency, both options would also move towards greater
uniformity in the administration of AFDC and Food Stamps, including
adoption of common definitions of income and assets and parallel
regulation procedures.

2. Program Simplifications to Reduce Error and Fraud and to Improve
Program Administration

Both options would eliminate itemized work expenses in the deter-
mination of a family's AFDC benefit and introduce retrospective accounting
(basing the benefit on the past month's actual income) and more fregquent
income reporting. These changes would simplify the determination of AFDC
benefits and reduce overpayments due to error and fraud. PBJI would have
effected these needed reforms within the context of a more Federalized
system.

An important aspect of our ability to move either option through
the Congress will be a concrete demonstration that we are reducing fraud,
abuse, and error to a minimum. A number of important efforts in that
direction are already underway. For example:

o Prbject MATCH has already identified thousands of ineligible
AFDC recipients on Federal payrolls and is being expanded further;

0 We have established a Welfare Management Institute to facilitate
the sharing of management techniques among States; and

o A National Recipient System, once operational, will permit us
" to cross—check between State AFDC records and Federal payment
records.

o Since the SSI Program was established in 1974, the error rate
has dropped from 11.5% to 4.6% primarily because of management
emphasis on the principal causes of error and expansion of

~ automated cross checking with other Federal payment systems.

o The Food Stamp Act of 1977 included several measures which
"will reduce error and fraud in that program, including standard-
ization of work expenses and other deductions, new incentives
for States to undertake anti-fraud activities, and increased
penalties for fraud and mismanagement.
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Changes we would be proposmg in AFDC as part of both of the options
would as noted, include:

o standardization of the treatment of work expenses;

0 requiring States to base payments on the recipients' actual
income in the prior month rather than the anticipated income
in a future month;

0 requiring recipients to report their incomes more frequently;

o conforming income and asset devfiriitions- in AFDC and Food
Stamps; and

o negotiating State administrative budgets in advance.

These changes are expected to save about $220 million in their
first full year of operation. (Additional detail on proposed changes
can be found at Tab B.) The chances of passing these changes will
be enhanced if they are part of a broader package containing im-
provements in benefit levels.

Both options would also include specific provisions designed to
clarify and protect the rights and responsibilities of applicants and
recipients. These provisions would cover such areas as the timeliness
of agency decisions, the appropriate notification of those decisions,
recipients' rights to hearings and appeals, and the privacy of AFDC
records.

3. Cash Assistance Coverage

Both options would:

o continue to cover single-parent families, basically through
AFDC and Food Stamps;

o make able-bodied, two—parent families eligible for AFDC-
Unemployed Parent (AFDC-UP) benefits for up to two months
while they look for a regular private or public job.

o offer the principal earner in all families eligible for
AFDC a CETA job. An AFDC-UP family would be recertified
for cash benefits for subsequent two-month periods only - :
if we are unable to offer that family a job. Once employed,
most lower-income two-parent families would receive their
income supplementation only through the EITC and Food Stamps;
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o continue SSI for the aged, blind, and disabled;

o continue Food Stamps as the only Federally-assisted income-tested
benefit available to singles and childless couples not eligible
for SSI.

PBJI would have provided both income support and income supple-
mentation to all of these groups through a single Federal cash assistance
program (plus the EITC for families with chlldren) The Food Stamp
program would have been cashed out.

Option A would expand Federal spending on emergency needs by $300
million; Option B would expand it by $200 million. PBJI would have
provided States with a $600 million block grant for emergency needs.

4, Nai:’ional Minimum Benefit Levels

SSI and Food Stamp benefit levels would remain unchanged except that,
as a replacement for Food Stamps, SSI recipients would receive an additional
$20 per month per person in Option A ($15 in Option B). This will bring
the national minimum benefits for SSI recipients to 82% of the poverty
level for individuals (79% in Option B) and 100% of the poverty level
for couples (97% in Option B). PBJI would have increased SSI benefit
~levels by $31 per month for an individual and $46 for a couple.

For single-parent families (and for AFDC-UP families during their
two month job search entitlement) we would establish a national minimum
benefit in AFDC and AFDC-UP so that, when cambined with Food Stamps,
the total level would equal 65% of the poverty level for a family with
no other income. The minimum benefit for families with children in
PBJI would also have been set at 65% of the poverty level, all in cash.

Singles and childless couples are given no new coverage under either
option. (They would have been eligible for a cash basic benefit of $1100
and $2200 respectively under PBJI.) They will remain eligible for Food
Stamp benefits which equal $624 (individuals) and $1152 (couples) for
recipients with no other income.

5. State Supplementation

Under both options, the Federal govermment would help finance
State AFDC benefit levels that exceed the mandated national minimum.
In the case of single-parent families, Federal financial participation
would continue up to the poverty level. The same type of upper limit on
Federal participation would have applied under PBJI.
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Under both options, the Federal govermment would subsidize State
AFDC-UP benefit levels for able-bodied, two-parent families up to 80% of
the poverty level (including the Food Stamp benefit). There would have
been a similar limit under PBJI.

Under both options, the Federal government would not help finance
State supplements to the Federal SSI payment (following current practice).
Under PBJI, the Federal government would have subsidized supplements up
to the poverty level for aged, blind, and disabled recipients.

6. Benefit Reduction Rates

In both options, for single-parent families, cumulative marginal
tax rates {caused by AFDC, Food Stamps, the EITC, and FICA) would
average around 65 percent. In other words, if earnings increased by
one dollar, take home pay would increase by thirty-five cents. This
total approximates the situation under current law for most AFDC
families. Under PBJI, the comparable rate would have varied between
51% in the low-benefit States and 71% in the high-benefit States.

In both options, for able-bodied, two-parent families, cumulative
marginal tax rates would be approximately 81 percent below $5000
(caused by AFDC-UP, Food Stamps, the EITC, and FICA), and would be
approximately 45 percent beyond that (caused by the combined effect
of Food Stamps, the EITC, and FICA). The reason for the shift in the
reduction rate is the rapid phase—out of AFDC-UP. Beyond about $5000
in earnings, most low-income two-parent families would be eligible
for only Food Stamps and the EITC. This avoids high marginal tax rates
on working families while also avoiding large increases in the AFDC
rolls. Under PBJI, the comparable rates would have been 46% to 53%
for two-parent families receiving cash assistance.

For SSI recipients, the marginal rate under both options would
remain at about 56%. Under PBJI, it would have varied between 56% in
low benefit States to 76% in high benefit States.

7. Med icaid

Both options would leave the structure of Medicaid eligibility
determination essentially unchanged. This is possible since these
proposals do not alter dramatically the AFDC program (as PBJI would
have done). Eligibility for Medicaid would continue to be tied to
eligibility for AFDC, except that new AFDC-UP States would not be
required to extend Medicaid eligibility to their new AFDC-UP case-
loads.
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Both options would, however, make access to Medicaid more equitable
across States, because the national minimum benefit in AFDC would
automatically establish a national minimum eligibility standard for
Medicaid recipients. These and other changes in AFDC would increase
Federal Medicaid costs by $200-$300 million, but they would also make
the eligibility rules for Medicaid much fairer and simpler.

B. Jobs

This component provides a sufficient number of job and training
opportunities in the private and public sectors to assure that work
and not welfare would be the primary source of income for families
with an employable member. Three methods are used — an expanded
private sector job and training initiative; retargeting funds from
existing CETA structural programs; and addition of new CETA employ-
ment and training positions. As noted, these measures all build on
the actions of the 95th Congress, which passed a private sector jobs
tax credit, reauthorized the CETA program, and targeted the CETA job
and training opportunities on the low-income population.

Both options would provide an additional 620,000 public and
private job and training opportunities for those who would be eligible
for benefits under the restructured AFDC and AFDC-UP programs. The
principal earner in those families (both two—parent and single—parent)
would be eligible for a special public service job or training opppor-
tunity after a two month supervised search for an unsubsidized job.

: Under Option A, the increase would be achieved by funding an
additional 550,000 job and training slots in CETA, and by expanding
the targeted job tax credit and other private sector initiatives so
as to provide an additional 70,000 jobs in the private sector. Under
Option B, the increase would be achieved by funding 462,500 additional
CETA slots and by retargeting 87,500 existing CETA slots to and
AFDC-UP eligibles (plus the same private sector initiatives). Under
both options, administration of the jobs tax credit and other private
sector initiatives as well as the existing WIN work requirement and
other functions, would be coordinated in the new job search assistance

component .

PBJI would have created an additional 1.25 million full-time
and part-time slots. We estimate that this number of jobs would have
allowed PBJI to assure a job to every primary earner in a family with
children. A smaller number of jobs is needed under these options
because the required job search period is increased from five to eight
weeks, the family must meet an income and assets test to be eligible,
and fewer families will receive cash assistance.
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In both options, the wage rate would be the same as we negotiated
last year with the Hawkins Subcommittee. It would average about 13%
above the minimum wage. The wage level under PBJI would have averaged
about 11% above the minimum wage (including State wage supplements).

C. EITC

In order to assist working poor families without increasing reliance
on welfare, the EITC would be further expanded.

Since it began in 1975, the EITC benefit has been 10% of earnings
up to $4000, phasing out at 10% between $4000 and $8000. The 95th
Congress increased the EITC to 10% of earnings up to $5000, phasing
out at 12-1/2% between $6000 and $10,000.

Under Option A, the EITC would be expanded further to 17% of earnings
up to $6000, phased out at 17% between $6000 and $12,000. In FY 1982, the
net cost of this change would be about $3.1 billion. Under Option B,
the EITC would be expanded to 11% of earnings to $6000, phasing out
at 11% between $6000 and $12,000. In FY 1982, the net cost of this change
would be $1.4 billion. (Alternative structures with equivalent net
cost are also being considered.)

PBJI would have expanded the EITC to 10% of earnings up to $4000
plus 5% of earnings between $4000 and $9100, phasing out at 10% between
$9100 and $15,650. This would have added about $4.8 billion to net 1982
costs including benefits to families not on Federal cash assistance.

D.. Fiscal Relief

Both options would provide considerable fiscal relief. State and
local welfare costs would decline both because of a higher Federal
matching rate in AFDC and because earnings from the new CETA public
jobs would reduce the costs of AFDC. The Federal share of AFDC costs
would increase from 54.3% under current law to 68.7% under Option A
and 61% under Option B. (The Federal share of the mandated minimum
benefit would be about 80-85%. The Federal matching rate at the margin
for benefit levels above the national minimum would be about 40-45%.)
Other changes, such as the national minimum benefit, would increase
Federal and State AFDC outlays. To assure all States that they will
exper ience no increase in AFDC costs, a hold harmless provision would
be part of the package.

Total fiscal relief to State and local governments is estimated at
approximately $1.9 billion in Option A and approximately $1 billion
in Option B. Both estimates are for FY 1982. For PBJI, fiscal relief
in FY 1982 would have been approximately $2.2 billion.
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ITI. COST SUMMARY

The FY 1982 cost estimates for the two options are presented in
the following table. These estimates assume full implementation of the
cash and jobs portions of the proposals and show the total obligations
incurred for the EITC during FY 1982. These estimates conform to the
procedures and assumptions which have been widely accepted by Congress
as representing the appropriate basis for measuring net welfare reform
program costs. For simplicity, we have presented a "point estimate"
of these costs rather than a range of possible costs. Tabs C and D
provide details on these estimates, and show the actual ranges involved.
Tab D also shows estimates of the Budget impact of these proposals
through FY 1984.

Fiscal Year 1982 Cost Summary
(Billions of Dollars)

Option A Option B

Cash 3.4 - 2.1
EITC ‘ ' 3.1 1.4
Jobs (Gross costs) (6.6) (5.6)

(Savings in cash (-2.4) - (=2.1)

assistance due to jobs)

Net Cost of Jobs _4.2 3.5
Net Cost of Proposal 10.7 ' 7.0
Fiscal Relief (included in above) 1.9 .9

Reasons for difference in Net Federal cost:

Option A Has Difference in Net Federal Cost
Greater fiscal relief 1.0
Larger EITC 1.7
No retargetting of current
CETA slots . .7
Larger cash-out payment to
SSI recipients .3

$3.7 Billion
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V. THE BUDGET MARGIN

The FY 1979 Budget had allocated $8.8 billion for welfare reform
in FY 1982. Additionally, $1.3 billion had been allocated to PBJI
to rebate revenues to the poor from the proposed Wellhead Tax to offset
energy price increases. Thus the budgetary impact of PBJI would have
been $10.1 billion in FY 1982 according to the FY 1979 budget. In its
present FY 1980 budget drafts, OMB is showing $3-7 billion for welfare
reform in FY 1982.

The net impact on the FY 1982 Federal budget assuming full imple-
mentation would be $10.6 billion for Option A and $6.9 billion for
Option B (slightly less than the $10.7 and $7.0 billion costs mentioned
above because $100 million of increased EITC obligations would not be
disbursed until FY 1983).

To reduce the impact on the FY 1982 budget, ‘there are several
additional phasing alternatives which could be adopted.

o The increase in the EITC is currently assumed to be imple-
mented in both Options A and B on January 1, 1981. This date
could be pushed back to January 1, 1982, saving approximately
$1.5 billion in FY 1982 for Option A and $600 million for
Option B.

o The Employment and Training portion of the proposal is assumed
to be fully implemented at the start of FY 1982. The PBJI jobs
proposals were only 80% implemented in FY 1982, with full im-
plementation in FY 1983. If we used the same phase-in rate
as PBJI, we could save approximately $840 million in FY 1982
for Option A and approximately $700 million for Option B.

We would not recommend an implementation rate below 80% for

FY 1982 because it is essential to have the job program largely
in place when the changes in cash assistance, particularly

for two-parent families, are implemented.

o The implementation of the Food Stamp cash-out for SSI
recipients could be delayed from October 1, 1981 until
January 1, 1982, to coincide with the date at which Food
Stamp benefits are altered to account for price changes.
This would save approximately $200 million in FY 1982
for Option A and $130 million for Option B.

Thus, the impact of Option A on the FY 1982 budget could vary between
$8.1 and $10.6 billion depending on the phasing option chosen. Similarly,
the impact of Option B could vary between $5.5 and $6.9 billion. These
phasing alternatives are summarized in the following chart:
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Phasing Alternatives
(dollars in billions)

Option A ~ Option B
FY 1982 Estimate without phasing alternatives $ 10.6 $ 6.9
Savings from EITC implementation on 1/1/82 - 1.5 - .6
(not 1/1/81)
Savings from fully implementing jobs 1n FY 1983 - .8 - .7
(not FY 1982)
Savings from implementing SSI cash-out 1/1/82 - .2 - .1
(not 1/1/81)
FY 1982 Estimate assuming adoption of

all phasing alternatives: $ 8.1 $ 5.5

VI. LEGISLATIVE STRATEGY

whichever option is chosen, we recammend that two separate bills
(cash and jobs) be submitted simultaneously as a package. The accom-
panying message should point out the interrelationships between the
two segments and the importance of Congressional approval of both
elements. The elements should be submitted as separate bills, however,
because this will avoid the issue of a special select committee
(which we are not likely to get again), will permit the net costs
of the various elements to be separately identified, and w1ll permlt
the building of separate coalitions for the two blllS.

This approach will build systematically on actions taken in the
95th Congress on the EITC and on CETA. It will avoid giving our scaled-
down welfare reform effort the appearance of a massive comprehensive
welfare reform proposal. While this approach may entail a risk that
one of the components may not be enacted, it has the advantage that,
if one part does hit a political road block, the other portion can
still be: enacted.

If you approve either of the Options outlined above, we should
proceed immediately to consult with the relevant members of Congress
and with representatives from the important interest groups. We should
try to get a sense of the posgsibilities for a consensus bill within
two or three weeks.
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While anti-inflation legislation like such as wage insurance and

hospital cost containment should have precedence in the Ways and Means
and Finance Committees, we should, after taking soundings on welfare
reform, develop a clear strategy on the timing in those critical
committees (as well as in Senate Human Resources and House Education
and Labor which will handle the jobs program). One of the reasons that
PBJI, or a scaled down version of PBJI, failed to pass in the 95th
Congress was that it was bumped from the legislative calendar by other
Administration priorities.

VII. SUMMARY

‘Both of the options described in this memorandum would make sub-

stantial improvements towards the goals set forward in PBJI. 1In
particular, both options would: '

(o]

increase work effort in the welfare population (Option B would
do this in part by decreasing other CETA resources);

place primary reliance on the provision of employment and
training opportunities as a method of assisting the employ-
able poor to maintain incomes of families whose primary
worker cannot find a job;

provide greater assistance to working poor families without
increasing reliance on welfare by expanding the EITC (Option A
would make a larger expansion):;

improve the adequacy and fairness of the welfare system by
raising benefit levels in the low-payment States and mandating
coverage of two-parent families;

simplify the welfare system, increase efficiency, and reduce
error and fraud;

reduce duplication of programs by cashing out Food Stamp bene-
fits for SSI recipients (Option A would do this at a level closer
to current Food Stamp benefits); and

provide fiscal relief to State and local govermments (Option A
would provide more).
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VIII. DECISIONS

A. Approach.

Adopt an incremental approach and send an Administration
proposal to the 96th Congress.

Approve( recommended)

Disapprove

B. Cost.

Negotiations should take place based on a FY 1982 Budget target of:
$10.5 billion(recommended)
$ 7 billion

Other

C. Authorization to Proceed

On the basis of these decisions, proceed with consultations with all
interested parties to prepare a coalition of support in the next Congress.

Approve (recommended)

Disapprove



Tab A

BRIEF "HISTORY “OF “WELFARE "REFORM - IN “THE -95TH CONGRESS

In August 1977 the Program for Better Jobs and Income was announced.
In September it was introduced in the House (as H.R. 9030) by Con-
gressman Corman and in the Senate (as 5.2084) by Senator Moynihan.
Hearings were held in Washington and around the country in the

fall of 1977 by the House Special Welfare Reform Subcommittee.
Mark-up began in December 1977.

In Pebruary of this year, the Special Welfare Reform Subcommittee
headed by Corman — who championed the Administration bill and ex-
hibited great energy and persistence in steering it through the
Subcommittee — reported out your proposal with a number of sig-
nificant changes, but essentially intact as a comprehensive

welfare reform bill, One of the important changes worked out in
negotiations with Representative Hawkins of the Education and

Labor Committee and AFL/CIO representatives was to set average

and maximum wage rates that varied with local wage levels. This
change which increased average wage rates by about 2% represents

an acceptable compromise. The Subcommittee did make changes in

two areas: (1) it permitted States to raise both benefit levels

and benefit reduction rates for expected-to-work (mostly two-parent)
families, thus substantially reducing work incentive elements

in the bill, and (2) it provided that the SSI program would continue
to be administered by the Social Security Administration, outside
of the consolidated cash structure of PBJI.

The Subcommittee reported out the bill (H.R. 10950), however, only
after narrowly rejecting an alternate proposal introduced by
Congressman Ullman in Pebruary. The Ullman proposal, while re-
taining the existing welfare programs and thus being "incremental,"
contained many of the substantive elements of PBJI.

Also in February, Senators Baker, Bellmon, Ribicoff, Danforth,

and Young introduced their own incremental proposal. Their
proposal included many of the major substantive elements of PBJI --
a national minimum benefit, cash coverage of two-parent families,

a public service jobs program (although much smaller than PBJI),
and an expanded earned income tax credit (EITC) — although it
relied much more heavily on employment subsidies than the Admini-
stration's proposal.



At an April meeting with Congressional leaders, the President
urged all parties to explore the possibility of agreeing on a
bill that would contain substantial reform and that could be
enacted this year. Intensive staff discussions followed between
representatives of HEW, DOL, and EOP staff and Corman's and
Ullman's staffs.

Progress occurred in May when Representative Ullman publicly
challenged the New Coalition to develop a compromise proposal ——
a challenge that was seconded by Representative Corman. The
New Coalition responded by developing specifications for a
compromise — specifications that in general were compatible
with our own ideas of what a reasonable compromise might look
like. Secretaries Califano and Marshall and Stu Eizenstat then
met with Governor Dukakis and Congressional leaders and agreed
to seek to negotiate a compromise bill, using the New Coalition
specifications as a starting point.

Intensive staff negotiations took place in June, and consider-
able progress was made in bridging the differences among the
parties — particularly between Ullman and Corman. On June 27,
the Speaker announced — after consulting Senator Byrd and
Representatives Corman and Ullman — that the legislative calender
would not permit consideration or enactment of major welfare
reform legislation this year. The staff discussions ceased.

In late June, Senators Moynihan, Cranston, and Long announced

a "no frills" welfare bill that would have (a) provided about

$2 billion of fiscal relief, out of a total outlay of about $5-
billion; (b) expanded the EITC; (c) provided for an employment
tax credit targeted on AFDC recipients; and (d) turned AFDC

into a block grant program. The block grant/large fiscal relief
provisions were withdrawn after opposition from the Administration,
liberal groups, and State and local groups. The Finance Committee
added to the tax bill $400 million of fiscal relief for FY 79.
This was later defeated on the Senate floor. As noted in the
text, an expanded EITC was enacted as part of the tax bill, as
was a targeted employment tax credit.
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o In mid-September, Senator Kennedy introduced a welfare reform pro-
posal partly in response to the Moynihan/Cranston/Long proposal.
Kennedy's bill represents a combination of provisions which resemble
the New Coalition proposal and provisions which resemble the Baker/
Bellmon/Ribicoff/Danforth bill, It would institute a national
minimum benefit in AFDC, mandate AFDC coverage of two-parent families,
expand the EITC, provide fiscal relief through the AFDC program,
and move toward coordination of AFDC and Food Stamp definitions
and procedures. It would not provide additional PSE jobs for this
population (although the accompanying remarks make a strong
statement in favor of PSE expansion) and would result in high
tax rates for AFDC recipients. The Kennedy bill would add about
$7B to Federal cost. Stu Eizenstat sent Senator Kennedy a letter
welcoming his decision to join the effort to enact welfare reform
and, in particular, his intention to work with the Administration
to achieve enactment next session of a substantial welfare reform
package.
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TAB B

PROGRAM SIMPLIFICATIONS TO REDUCE FRAUD
AND ERROR AND TO IMPROVE PROGRAM ADMINISTRATION

Changes proposed for the administration of the AFDC program are
aimed at simplifying the eligibility and benefit determination process
and at increased Federal review of State administrative expense plans.

The program changes which simplify the determination process are:

Standardization of the treatment of work expenses — At present, the
Federal law requires that expenses reasonably attributable to the earning
of income shall be disregarded in the determination of assistance payments.
States, in applying this provision, may either establish a fixed amount to
be deducted from earnings for work expenses or may make individual deter-
minations as to what work expenses are allowable. Such individual deter-
minations are prone to error, both in terms of mistakes in establishing
the correct amounts for the disregard and in unreported changes in that
amount. By establishing a single fixed amount as a disregard from earnings
to represent the costs incident to working, the determination process-is
made simpler and the potential for error is substantially reduced. Accord-
ing to the latest data available, about $5 million annually is included
erroneously in assistance payments owing to misapplication of the States'
work expense rules. In addition, the application of the present State rules,
where individual development of work expenses is needed, requires substantial
eligibility technician training and time. Because this change in the welfare
system can be quickly implemented, we have included a very similar proposal
in our FY 80 budget submission.

Prior Month Budgeting for Assistance Payments - The welfare reform pro-
posal would require that States base assistance payments on income received
in a prior month (i.e., actual income), rather than upon income anticipated
in the month for which the payment is made. At present, most States make
their assistance payments calculated on the basis of anticipated income. In
any month where the anticipated income is not realized or where the income is
greater than expected, the payment made will be in error. This is true even
with a perfect income reporting system. Basing assistance payments upon income
received in a previous month will allow the use of known and verifiable income
rather than an estimate in establishing the payment amount. For those whose
income is stable, the use of prior month budgeting has no effect on payments.
For those whose income changes, it has the effect of responding to those
changes.

Periodic Reporting - At present, in most States, recipients are required
to report changes in income, family composition, or other circumstances
affecting eligibility and payment when they occur. 1In addition, semi-annual
redeterminations are required by the agency. The proposed change in the AFDC
program would require that recipients report incomes and other factors




affecting eligibility on a regular basis as a condition for receiving
assistance. This would assure that the assistance payments were based
upon current information, and that a reqgular, systematic method was
followed for assuring that the recipients' responsibility to report

- changes was being met.

Conforming Income and Asset Definitions in AFDC and Food Stamps -
Under the AFDC program, States may establish resource limitations, define
resources and income, and establish valuation practices, within broad
Federal limits. These vary widely among the States. Under the recently
enacted Food Stamp amendments, Federal resource limits are established at
$1750 for a household, or $3000 for a household where a member is 60 years
of age or older, subject to prescribed exclusions for homes, vehicles, and
other specified resources. The two separate provisions are applied in indi-
vidual determinations by the same State agency, often for the same families.
The proposal would establish national resource standards for AFDC, and
provide for income and asset definitions which conform to those presently
established in the Food Stamp legislation. Not only will this provide
consistent nationwide standards for resources and for determining income and
resource eligibility under the AFDC and Food Stamp programs, but it will also
simplify administration and reduce the potential for error as workers
determine eligibility by giving them a single set of definitions and resource
standards. '

Prospective Budgeting for State Administrative Costs - Under present
law, States are reimbursed for the Federal share of funds expended for the
proper and efficient administration of the AFDC program. Basically, the only
Federal review of State administrative costs is to determine whether they are
allowable for Federal participation. In no case does the efficiency of the
State operations or the application of cost standards enter into the process.
A prospective budget system would require the presentation and justification
of anticipated costs of administering the AFDC programs. States would be
required to estimate administrative costs by workload functions and objects
of expenditure, which would be reviewed and used as the basis for negotiating
an administrative cost budget with the State. This would allow the inclusion
of administrative cost as a factor in evaluating State performance, and would
provide for prior agreement on levels of expenditure for program administration.







TAB C

WELFARE "REFORM "COSTS: * "HOW AND “WHY "THEY 'DIFFER

then the Program for Better Jobs and Income was announced in
August, 1977, we stated that its impact on the Budget in FY 78 would
be +$2.8 billion. That is, gross outlays minus offsets would equal
$2.8 billion. Over the last year there have been a number of other
cost estimates for PBJI (H.R. 9030), most of which have been for fiscal
year 1982. We did not present cost estimates for FY 82, the antici-
pated first year of implementation, until the FY 79 Budget was released
in January, 1978. 1In August, 1977, we simply had not had time to prepare
such estimates, and the focus of work through the spring and summer had
been on net costs in FY 78. This paper attempts to explain, very gener-
ally, the reasons why the estimates differ, focusing on the major non-
technical reasons.*

The elements that make up a cost estimate are (1) gross outlays
or expenditures, or the total costs of the program; (2) offsets,
or the funds to finance the gross outlays of the proposal; and (3) net
costs, or the difference between gross outlays and offsets.

o Gross outlays "or "expenditures. In a program such as PBJI,
that covers new populations, consolidates existing programs,
and adds a new public service jobs program, projecting
such costs is a complex and difficult undertaking. We projected
FY 78 gross outlays to be $31.08 billion. This estimate was
never seriously challenged. As a result of considerable
further analysis, and consultations with Hill, State and
local government, CBO, and other experts, we now believe that
gross outlays were overestimated by about $1 billion.

Two outlay items were questioned:

— We included in the gross outlays only that portion of
EITC costs that went to cash assistance recipients
($1.5 billion). The remainder ($3.0 billion), we argued,
was a desirable expenditure, and would have to be funded,
but should not be counted in the costs of welfare reform.
"~ Most observers did not agree and, therefore, added $3.0
billion to the cost of the proposal.

—— We assumed an unemployment rate of 5.5% for planning
purposes, since that was the official Administration
projection for the initial years of implementation. It
was argued in some quarters that unemployment would not
be that low and that, accordingly, costs would be higher,
particularly for the PSE jobs part of the program.

* Attached to this paper is the chart ("Balance Sheet") that displays
the Outlays and Offsets for PBJI in FY78. This was widely circulated.
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Offsets. 1In this area, great disagreement and controversy arose,
virtually all of it around four items that total $7.9 billion
in FY 78 dollars:

(1)

(2)

(3)

(4)

CETA "Jobs—we argued that the existence of the up to 1.4
million job and training slots contained in H.R. 9030 would
make it possible to phase out $5.5 billion of countercyclical
CETA expenditures. Accordingly, this $5.5 billion could be
taken as an offset. Very few persons or groups agreed,
arguing that "PSE job funding is never cut." It was also
argued that, since H.R. 9030 contained no legislative
language providing for the CETA phase—-down, it could not

be counted. In retrospect, the CETA offset probably was
valid, but not the full $5.5 billion. In your FY 79 Budget,
the Administration, for the first time, provided its

CETA phase-down plan. At that time we argued that the
offset should be $3.9 billion in FY 82,

‘Extended -Unemployment ~Insurance—since PBJI would provide

employment opportunities for the long-term unemployed,
we argued that the extended UI program could be altered,
(by a change in the triggering device), resulting in a
savings of $700 million. Since legislation to effect
this change was never submitted, we never received
credit for the extended UI offset.

Wellhead Tax—the Administration's energy package included
rebates to taxpayers to offset some of the anticipated

energy price increase. In order to ensure that the low-
income population received similar relief, $1.3 billion

was set aside for it. We decided that it was sound policy

to rebate this money through the PBJI system and, accordingly,
counted the $1.3 billion among the funding sources for

H.R. 9030. At the time we acknowledged that if the crude

0il equalization tax was not enacted, we would need to

add $1.3 billion to the cost of the program.

Fraud Control -Savings—HEW projected outlay reductions
of $400 million resulting from Medicaid fraud control
and elected to associate these with welfare reform,

in order to reduce its net impact on the Budget.

The essence of the cost issue can be seen by comparing two esti-
mates of PBJI — the Administration's $2.8 billion in FY 1978 dollars
and the Congressional Budget Office's $19.1 billion in 1982 dollars.
(Following this comparison, a few other estimates will be noted, in
order to complete the picture. 1In these comparisons, no attempt at
perfect resolution is made, as this would require detailed explanations
of the different data bases, assumptions, and accounting conventions

$2.8 billion, presented by the Administration in August 1977,

as the net Federal cost of a fully implemented PBJI in-F¥-78.
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If one adds to this the disputed offsets ($7.9 billion)
and that part of EITC costs that go to non-recipients
of cash assistance ($3 billion), FY 78 net cost would
be $13.7 billion.

(2) $19:1 billion, presented by the CBO in December 1977 (and
revised thereafter) as the net Federal cost of a fully
implemented PBJI in FY 82. This estimate included the
full cost of the EITC and did not use the four disputed
offsets. 1In addition, the following factors (among others)
contribute to the difference.

— inflation between 1978 and 1982

—— minimum-wage “increase

— population growth

-~ real economic growth (which partially offsets the
above 1tems)

Thus, the differences between Administration and CBO costs of PBJI
reflect:

o different years

o CBO not adopting Administration offsets, valued in FY 78
at $7.9 billion, and counting the entire EITC, costing
$3 billion

0 real policy changes by the Administration, e.g., minimum
wage increase

Administration and CBO outlay estimates have always been remarkably
close, with a number of offsetting differences. The CBO priced the
Corman “Subcommittee's marked=up "version of ‘PBJI (H.R. 10950) at
-$20.5 billion. This figure has frequently been cited as the cost
of the Administration proposal.

There are two other important cost estimates for PBJI. The
first is contained in the FY 79 Budget. This was the first-official
Administration -estimate of "PBJI "cost “for "FY-82: - -$8.77 billion. This
estimate: (1) employed the disputed offsets; (2) counted the entire
EITC cost, but on a funds paid out basis which decreased the impact
of the larger EITC in its first year of implementation; and (3) presented
costs of the jobs program on a partial implementation basis; all
other estimates were on a full implementation basis. Thus, the $8.77
billion FY 82 cost estimate is not comparable to any of the others
and has been virtually ignored. It was important because it set a
budget margin for welfare reform in FY 82.
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The other important cost estimate is that presented by HEW in March,
1978: $9.1 billion for FY 82. This estimate: (1) continued to employ
the disputed offsets; (2) did not include the cost of EITC benefits to
non-recipients of cash assistance; and (3) presented costs on a full
implementation basis. If the disputed offsets ($6.3 billion in FY 82)
and the cost of EITC benefits to non-recipients of cash assistance
($3.8 billion in FY 82), are added to the $9.1 billion estimate, the
result is virtually identical to the CBO estimate of PBJI cost for
FY 82 (9.1 + 6.3 + 3.8 =19.2).

To complete the picture, the cost estimates for the major incre-
mental welfare reform packages: (1) are for FY 82; (2) include costs of
EITC benefits going to non-recipients of cash assistance; (3) reflect
none of the disputed offsets; and (4) reflect full implementation of the
jobs program. Thus, the cost estimates of $10.7 billion and $7.0 billion
for Options A and B described in this memo are comparable in terms of
methodology to the $19.1 billion estimate for PBJI. The attached chart
compares the estimates in terms of their salient features.



BALANCE SHEET

- (1978 Dollars)

- Gross Costs | a Offsets

- Employment Programs 8.8 bilion ~AFDC $6 4 bllllon
Cash assistance =~ = 202  SSI » 5.7
EBTc 15 ' Food Stamps = 55
- Emergency Assistance | - EITC 11
Block Grant . .6 - Extended Ul. . 7
| CETA Stimulus 5.5

A$31,'1 bl"IO‘nv WIN 4
Increased FICA

Tax Receipts .7

Decreased Ul o

- QOutlays .3

Decreased HUD o
Outlays I
Fraud Control o
~ Savings -4
Wellhead'Tax 13
| $283bllllon |

NET FEDERAL COST $2 8 bllhon

* EITC costs above tax entry point: $3 0 billion



COST ESTIMATE TABLE

PARTTAL PART OR
OR FULL ENTIRE
YEAR OFFSETS IMPLEMENTATION EITC NET COST
PBJI
Administration - ‘
August. 1977 FY 78 Use Dis- Full Imple- Part EITC $2.88
puted mentation
Offsets
CBO - DeCember _
1977 FY 82 Do Not Use Full Imple- Full EITC $19.1B
mentation
Administration -
Budget, January ‘
1978 FY 82 Use Dis- Partial Imple- Full EITC $8.77B
puted mentation
Offsets
Administration -
March 1978 FY 82 Use Dis- Full Imple- Part EITC $9.1B
puted mentation
7 Offsets
Option A and FY 82 Do Not Use Full Imple- Full EITC $10.7B(Option A)
Option B mentation ~ $ 7.0B(Option B)
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TAB D

Details of Cost Estimates

Attached are two cost summary sheets descrlbmg the net Federal costs
of the two proposals.

The first sheet presents gross and net Federal costs, including offsets,

in the manner usually employed by the Administration, CBO, and Congressional
committees -~ net accrued liabilities assuming full implementation. These
represent the obligations actually incurred in any given year but do not
necessar ily represent. payouts or disbursements due to floats or lags
between the commitment of funds and actual payment. The year chosen,

FY 82, would be the first year of full implementation of all parts of

the proposal.

This is the appropriate measure for making budgetary decisions because
it reflects the full increase in Federal commitments and because it per-
mits the appropriate portrayal of the net cost of each component.

The second table gives the details of the cash component of the proposal.
The third table shows the details on both the gross costs and the net
costs of the jobs program.

The fourth table presents net Federal costs as they would be presented as
part of the Federal budget — net increase in disbursements actually

made in each fiscal year. Net Federal costs are shown for fiscal years
1980-1984. Costs are divided according to the source of increased out-
lays. Thus, for examples, the savings in cash assistance due to the
jobs program are reflected in a lower cost of cash assistance. As the
third table shows, the actual net cost of the jobs program in FY82

would be only $4.2 billion for Option A and $3.5 billion for Option B.

The first and third tables show a different net Federal cost for FY 82
because a large fraction of EITC benefits are not paid out until tax
returns are filed the following year. Thus, an increase in EITC benefits
does not immediately cause a corresponding increase in EITC disbursements.

As a result, net costs are always somewhat higher using the "net accrued
liabilities assuming full implementation" method.



Current Law

AFDC 7.6
SSI 6.8
Food Stamps 6.3
EITC 1.8

Emergency Needs
Jobs

FICA

Regular UI
Housing Asst.
Medicaid

Totals 22.5

(Fiscal Relief)

Summary of Federal Cost by Program in FY 1982

(dollars in billions)

Option A
Gross Costs Net Change
8.19 to 8.88 .59 to 1.28
8.0 1.2
5.50 to 5.41 -.80 to -.89
4.9 | 3.1
.3 .3
6.6 6.6
-.5 -.5
-2 -.2
-.1 -.1
.05 to .27 .05 to .27

32.74 to 33.56 10.24 to 11.06

(1.67 to 2.16)

29.13 to 29.87

Option B
Gross Costs Net Change
7.48 to 8.09 -.12 to .49
7.7 .9
5.50 to 5.41 -.80 to -.89
3.2 1.4
.2 .2
5.6 5.6
-.4 -.4
-.1 -1
-.1 -.1
.05 to .27 .05 to .27

6.63 to 7.37

(.57 to 1.14)



Details on Net Federal Cash Costs in FY 1982

Option A Option B
AFDC
1. National Minimum at 65% poverty .24 .21
2. Administrative Improvements
Standardized Disregard .1 to .21 .09 to .18
Conformance of AFDC and
Food Stamp income & asset .07 to .21 .06 to .18
roles
Savings from monthly retro—
spective accounting and
periodic reporting -.07 to -.21 -.06 to -.18
3. Eligibility to the breakeven ;21 to .41 .18 to .37
4. Mandating the Unemployment Parent
Program .07 to .17 .06 to .15
5. Increased AFDC Matching Rate 1.83 .85
6. Savings due to jobs program -1.34*% -1.19*
7. Savings due to EITC expansion - .38 - .2
Total AFDC .59 to 1.28 -.12 to .49
sst
8. Cash—out of Food Stamps 1.2 .9
Food Stamps
9. Decrease due to jobs program -.25 -.25
10. Decrease due to cash expansion -.15 to -.24 -.15 to -.24
11. Savings from SSI cash-out -.4 -.4
Total Food Stamps -.80 to -.89 -.80 to -.89

* These savings from the jobs program would only be realized if the jobs program
were fully implemented in FY 1982. See the table on page 10 for the gross
costs of all cash changes without the savings due to jobs.



Details on the Costs of "the "Jobs Program

(FY 1982 dollars in billions)

Wages for new CETA slots
Overhead for new CETA slots
General Administration
Private Sector initiatives

Direct wage savings from conversion of higher
wage CETA Title II slots for AFDC recipients

Expansion of training resources

Gross Costs of Jobs Program

Indirect Offsets:

Savings in AFDC

Savings in Food Stamps

Savings in Regular Unemployment Insurance
Savings in Housing Assistance

Increase 'in FICA revenues

Net Costs of Jobs Program

Jobs Program Elements

Option A
New CETA Jobs 550,000
Retargeted CETA Jobs -0~
New Private Sector Jobs 70,000

Option A" ‘Option'B
4.49 3.78
1.35 1.13

.15 .15
.50 .50
0.00 - .08
----;10 ~--:10
6.59 5.58
- 1.34 ~ 1.19
- .25 ~ .25
- .17 - .12
- .10 - .10
= ;52 == -,45
4,21 3.47
@tion‘B
462,500
87,500

70,000



“Net Increase in Disbursements Actually Made in Each Fiscal Year"

Option A
FY80 FY81 FY82 FY83 FY84

Cash 0.0 -1.4 .54 t0 1.36 .56 to1.41 .58 to 1.47

Jobs* 0.0 4.1 6.6 7.0 7.5

EITC Expansion** 0.0 1.4 3.0 3.25 3.4

Net costs 0.0 4.1 10.14 to 10.96 10.81 to 11.66 11.48 to 12.37
Option B

CaSh 0.0 -1.0 —.37 tO .37 _038 to .38 -.40 tO .40

Jobs* | 0.0 3.6 5.6 5.9 6.2

EITC Expansion** 0.0 .6 1.3 1.5 1.6

Net costs 0.0 3.2 6.53 to 7.27 7.02 to 7.78 7.40 to 8.20

Implementation Assumptions

Cash assumed to be revised as of October 1, 1981.

CETA jobs are phased in: 60% in FY81 and 100% in FY82.

EITC revised as of January 1, 1981.

Savings from simplification and management initiatives not reflected
in these numbers.

0000

* The CETA wage is assumed to increase by 6 2/3% at the start of each calendar
year beginning on January 1, 1982. The effect is a 5% increase in total wage
costs in FY 1982 and a full 6 2/3% increase in wage costs in FY 1983 and FY 1984.

** Shown on disbursement basis. A large fraction of the costs of any EITC change
in a given year not are not disbursed until tax settlement the following year,
even with disbursement through the withholding system.
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THE SECRETARY OF THE TRENSURY d
WASHINGTON '

December 22, 1978

MEMORANDUM TO THE PRESIDENT

Subject: Chinese_FinancialAMovements

| ‘ Since your announcement last Friday night,
- the Bank of China (Taiwan) has transferred its
' account with the Federal Reserve ‘(approximately
$430 million) into private banks. There are
hints from private banking sources ‘that . they
may be purchasing some gold, and we assume that
they are moving the bulk of their holdings into
the Euro-dollar market as they have done before
when their status became particecularly uncertain. |
We have no evidence that they are diversifying
|
|
l
1
|

' |

out of dollars into other currencies.

Ty

W. Michael Blumenthal
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THE WHITE HOUSE o
WASHINGTON _
December 23, 1978
MEMORANDUM FOR: THE PRESIDENT
FROM: , ' STU EIZENSTAT 3‘&5

SUBJECT: Solvent Refined Coal Demonstration
: Plant

The real issue raised in Jim McIntyre's memorandum is
whether we should make a decision now to go forward
with only SRC-I or SRC-II -- or withhold that decision
until the conceptual design work is finished.

DOE would like both built, SRC-I to convert coal into
a clean solid fuel and SRC-II to convert coal into a
liquid fuel.

Last year, OMB agreed to construction of SRC-ITI

which has expected contributions of 25% each toward
construction cost from the West Germans and the Japanese
and 25% cost sharing from industry. At this point there
is no foreign participation for the SRC-I plant. Each
plant has a total estimated cost of $700 million. ‘

In January of this year $23 million was included in our
FY"79 budget for the design of one demonstration plant
~~ either SRC-I or SRC-II -- with the understanding
that a comparison would be made between the benefits ,
and disadvantages of each prior to the selection of one.

In May of 1978, in the Administration's supply initiatives
package, the commitment was potentially broadened. The
Administration's statement, with OMB concurrence,
indicated that DOE would proceed with detailed design

for two plants and in FY'80 would move to the procurcment
and construction phases "for one or two plants".

In October of this year, the FY'79 Interior Appropriations
bill included $70 million in unrequested construction funds
for two SRC plants with the understanding that no funds



()

- would be obligated for. construction or procurémgnt
‘until Congress reviewed the "proposed cost-sharing

agreements” for SRC-I and SRC-II.

Secretary. Schlesinger was willing to accept the
compromise mentioned in Jim McIntyre's memorandum if
the option was left open to fund both plants after the
conceptual design work, not yet finished, indicated
that this was merited. ) :

My indicatioms have been that DOE, during the last
session of Congress, strongly implied to key Congressional
leaders that both would be built. - Senators Ford and
lHuddleston are strong advocates of SRC-I, which would

be built in their state. o :

I am concerned that we will end up inevitably with both
of these plants if we do not indicate now that while we
will go through the conceptual design work to determine
which of the two plants should be built -- expressing
no preference between them at this point -- we do not
intend to build both. We feel that both are not

necded because:

-- . 8RC~-I and SRC-II are very similar for
75-80% of the process. Given the tight budgets which
we will have this year and next ‘there is no reason to
demonstrate both technologies 'at such a high cost with
so. much duplication. ' o ‘

--_ There is a small pilot plant already working in
the state of Wwashington which can continue to work on

" those aspects of SRC-I which are different than SRC-II.

_ - There is not a large market as yet for the
products of SRC-I nor have foreign-participants been
identified. : S ' '

-- ¢ There are other types of ccal conversion

- technologies .which we may want to demonstrate in the

fgtgre. Spending so much money for two substantially
glmllarfplants might constrain our ability for technology
in the future. )

'For this reason 1 support the OMB recommendation that

$58 million be shown in the budget for one plant to be
selected:later under the conditions outlined in
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Jim McIntyre's memorandum, awaiting the completion

of the design work to decide which of the two should
be chosen.. (This is the second option in his decision-
memorandum. ) ‘



EXECUTIVE OFFICE OF THE PRESIDENT
. OFFICE OF MANAGEMENT AND BUDGET

WASHINGTON, N.C. 20503

MEMORANDUM FOR: THE PRESIDENT
FROM: JAMES T. McINTYRE, Jr.;;L*‘~’

SUBJECT: - Open Item from DOE Appcal: Solvent Refined Coal
' (SRC) Demonstration plant :

As you know from the jssue paper on this.subject prepared for yesterday's
appeal session, DOE ‘has appealed for $58 million in FY 1980 to initiate
construction of a $700 million SRC-I demonstration plant. The facility
would be Tocated in Kentucky and would produce a solid clean boiler fuel
from coal. The SRC-II plant, for which we have allowed FY 1980 construc- -
tion funding, would be located in West Virginia and would produce a liquid
fuel for use both in boilers and as a feedstock. I am increasingly
convinced that it would be a mistake for the government to build both
facilities. It is fair to say, I think, that DOE is alone in its view
that both processes should be demonstrated.

The one vulnerable aspect of an FY 1980 Budget decision to build only the
SRC-I1 plant . is its inconsistency with our May 1978 statement that a con-
struction decision would be made only after preliminary plant designs for
the competing projects had been submitted and analyzed (scheduled for July
- 1979). In fact, three corporate partners in the SRC-1 venture--
Wheelabrator- Frye, Air Products and Southern Services--have told us that
all they want is a chance to compete, a “fair shot." In response to a
direct question, .they have said that if a decision is made next summer,
after objective analys1s of the competing proposals, to build only one
plant and if SRC-I1 is selected, they will not take their fight to the
Congress. Of course, their willingness to concede would in no way bind
the Kentucky Congressional delegation, who would want a plant built in
their State regardless of the industrial partners’ concession, but it
would significantly narrow the issue and the base of support for SRC-I.
Under such circumstances, and because there is not strong support in the :

House for two p]ants, there .is. a reasonable chance that we could hold the
Tine. .
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Jim Schlesinger's strongest argument for going ahead with both SRC-I
and SRC-II is that Senator Byrd has promised Senators Ford and
Huddleston that both plants will be built and that the three of them
have been led to believe--contrary to the President's express decision
last spring--that the Administration shares that commitment. Frank
Moore agreed that Byrd, Ford and Huddleston probably perceive that to
be the case, but he was not sure of the basis for it.

At yesterday's appeals sessjon, therefore, we offered Secretary
Schlesinger the following compromise: We would include funding in
the Budget at the $58 million level for one SRC plant, without
indicating I or Il, and we would state that a choice between the com-
peting facilities would be made in the summer after the design pro-
posals and market studies had been submitted and reviewed. We
conditioned this proposal in three ways:

(n We would take the pos1tion from the outset that the

process, not both. T

(2) The final decision between SRC-1 and SRC-II would be made
by the President, with advice from DOE and his advisors.

(3) The industrial partners in SRC-1 must give us their
-conmitment to accept the decision. /

/
Secretary Schlesinger was willing to accept the compromise if the door
was left open for funding two plants. 1 cannot support a compromise

on that basis; we cannot afford two plants, and two plants are
Hnnecessary. _ ‘y

DECISION

o Include $25M in the Budget for SRC-II only (OMB
‘ second preference)

_f,//i? Include $58M in the Budget for one plant to be

selected later, if above conditions are met (OMB -
recomnendat1on) ,:7//

o Include $58M in the Budget for one or two plants
to be selected later (DOE second preference)

I Include $83M in the Budget for both SRC-1 and SRC-IT
- (DOE reconmendation)
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THE WHITE HOUSE
WASHINGTON

December 28, 1978

\ ™

MEMORANDUM TO: .THE PRESIDENT

FROM: Frank Press 4?0‘
SUBJECT: : FYB0 Research Budget

The following describes how your instructions for the research
budget were carried out.

I have worked closely with Jim McIntyre in formulating the
FY80 research budget. 1In a tight budget year we have managed
to do well by basic research, 9% increase in TOA and 9.9%
increase in outlays. Thus your basic research initiatives
will continue for a second year. R and D (as distinct from
basic research) will rise less rapidly this year compared to
last year {(increases of 6.4% in TOA and 6.0% in outlays).
This reflects not only a tight budget but a dearth of
proposals for technological development and demonstration in
the civil sector which meet our criteria for government
support. '

Your basic research initiative has stimulated similar programs
in France, Germany and now Great Britain (see-enelesuxre)-,
thus multiplying the effect of U.S. research dollars.
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12/28/778

Mr. President =--

Jody, Hodding and I talked last night about the ABC human
rights report. We ayreed that, if asked, Hodding will say at
his briefing that it was a naive and unsophisticated approach
to the issue of human rights, and serves as an example of the
difficulties television can experience in dealing with
complicated guestions. He will, of course, reiterate and defend
specifics of the policy and its implementation.

We felt that to do something stronger would just draw more
attention to the original report. It was up against two movies
that should have been popular -- "Car Wash" and "Les Miserables" --
and should not have drawn well, distorted as it was.

R
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THE WHITE HOUSE
‘WASHINGTON

12/29/78

Stu Eizenstat.
Jack Watson

'The attached was returned in
_ the President's outbox. It is
~forwarded to-you.for appropriate
“handling. |

‘.Rvi'cvk*-fHutche‘son

u_ ‘le’hﬁ &1—7 .




THE WHITE HOUSE
WASHINGTON.

12/29/78"

Stu Eizenstat
Jack Watson

The attached was returned in

the President's outbox. It is
forwarded to you for appropriate
handling.

Rick Hutcheson
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MEMORANDUM FOR:

FROM: STU EI Z:EN‘STAT
JACK WATSON
SUBJECT: New York City

In anticipation of the meeting

THE WHITE HOUSE
. WASHINGTON
December 27,

THE PRESIDENT
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that had been scheduled

last week with Moynihan-Carey-Koch, we prepared a
briefing memo for you which detailed the cause of the
latest New York City "fiscal crisis" and the steps we

are taking to deal with this problem.

A copy of that

memo: is attached, and if you have time we strongly

recommend that you read it.
copy of Mayor Koch's letter to

morning of the scheduled meeting.

We have also attached a

you, released on the
That letter strongly

criticized the Administration for allegedly reneging on
its commitments to the City, thus contributing to the

City'"s current financial problems.

that you read his letter.

Briefly, the current situation
months ago, the City officials
estimated their budget gap for
they began looking for ways to

meet that gap.

We also recommend

is as follows: several
realized they had under-
the next fiscal year, and
(In part,

the gap was wider than anticipated because some Federal
revenues did not materialize; the City‘had'planned, for
instance, on receiving $117 million from the counter-

cyclical revenue sharing bill.)

with State offiecials, Treasury
staff.

They discussed the problem
officials, and White House

The meeting scheduled last week was intended by

them to bring you up to date on the magnitude of the
problem, as well as to seek your support for increased

Federal assistance. !

Over the last week, as the various staffs have met to
discuss the City's fiscal problem, several stories have

appeared in the New York press
. efforts to develop a solution.

about the problem and the
However, in one of those
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stories, the one whose summary you read, the impression

was given that you were upset with the New York officials.

The other stories have correctly indicated that you have

not been involved, and that information-gathering by staff

is all that is currently occurring. A number of articles,

at least one since the publication of the article you read,
make clear that no schism exists between the Administration

and the City, and that relations have not been changed since we
worked together earlier this year on the Financing Act.

Last night, this point was made clear again to Koch when he
met with some Administration officials to review the budget
problem. That was an off-the-record meeting, and was not
covered by the press.

As you can tell from Koch's letter, he has placed much of

the blame for the City's current problems on the Administra-
tion's failure to "honor" such commitments as providing
counter-cyclical revenue sharing funds. He has since been
told, and my own recent meeting with his staff indicates that
he understands, that such statements are unfair and counter-
productive. Since the letter was drafted, Koch's tone has
been moderated. .

Until we have a fuller picture of the problem, and the extent
to which the City feels the Administration needs to do more
to help, it is premature for the Administration to take a
public position on the City's problems. We should have a
fuller picture by January 15, when the City publishes its
budget for next year. Not until that date should we
reschedule your meeting with Koch and Carey.

This is an extremely delicate political matter in New York.
Many State and City officials believe we have no real choice
but to be very forthcoming in providing aid, because of

New York's importance in 1980. We clearly do not want to be
in a "drop dead to New York" posture.. But, we are '
concerned that the City and the State do as much as possible
in alleviating the problem, and we do not want to give the
appearance of giving in to the City's demands at this early
stage. '

We do not think it is necessary to issue a statement on the
Koch matter at this time. First, those involved in the
meetings with the City officials believe that Koch would take
such a statement to mean we are willing to give him all the
assistance he is seeking. Second, the Mayor does not expect
any statement, for he has been informed in recent days that
the story you saw was clearly in error. Third, a statement
would elevate the "split" to a level that it does not
currently enjoy in the press or the public.



THE WHITE HOUSE
WASHINGTON

December 27, 1978

Mr. President --

The New York Daily News summary you read was of a page three
story which appeared on Friday, the 22nd. It has since been
followed up by an analysis piece in the New York Daily News
which states, among other things, that ". . . in trying to
shift a part of his burden back to the feds, Koch is on shaky
ground," and that, "For the most part, it appears that Koch
would be hard pressed to make the case that Carter hasn't been
generous to the city —-- even when the loan guarantee bill is
not considered.” (The two stories, retyped for legibility, are
attached.)

In a separate memo, Stu outlines the case for not making a
separate, formal statement on your behalf at this time. I
have found no one in the Administration connected to the New
York situation who feels that it would be helpful to make a
formal statement at this time. They feel that it would just
send the wrong signal. .

It is.not yvet a highly-visible, much-publicized story. Steps
have been taken to get the disagreements back out of the public
print, and it just seems best now to leave it where it is.

So, unless you feel otherwise, we will not do a formal state-
ment at this time.

Aex



THE NEW YORK DAILY NEWS
Friday, December 22, 1978
Page 3

CARTER AND CITY ON COLLISION COURSE
By Harrison Rainie

Washington (News Bureau)--The Carter administration, long
a staunch ally, is becoming increasingly disenchanted with how
Mayor Koch and Gov. Carey are handllng New York's latest budget
crisis.

Specifically, President Carter has been told by top admini-
stration aides that the two New York officials could do more on
their own to close the budget gap. Koch, in turn, has complained
that Carter has reneged on pledges to help the city.

A face-to-face confrontation between the New York camp --
Koch, Carey and Sen. Daniel P. Moynihan -- and Carter was everted
yesterday when the President became ill and scrapped a scheduled
White House meeting.

"It would have been a real spitting match," said one source
close to all the parties. "Everybody is diametrically opposed
to each other. Let's hope everybody cools down before next
time."

Carter has been advised by his aides to demand that Carey
earmark much of the state's estimated $611 million surplus to
reduce the city's projected deficit.

He was prepared also to attack Koch for failing to win
so-called givebacks from municipal labor, and for unfulfilled
promises to slash the city work force through attrition, reduce
welfare and health costs and to cut costs by improving procure-
ment policies and management.

Compounding the conflict is the irritation Carter and
some: of his key aides feel over recent comments by the mayor
and governor criticizing the President and his ch1ef domestic
planner, Stu Eizenstat.

Eizenstat is reportedly furious that Carey recently told

Time magazine: "I just can't seem to get our ideas communicated
(to him). I've yet to see an idea come out of Eizenstat's shop."

MORE



Koch provoked White House anger when he went before health
insurance hearings sponsored by White House nemesis Sen. Edward
Kennedy (D-Mass.) and ripped into the administration for "reneging
daily" on promises of fiscal support.

In a paper detailing what he planned to say to Carter,
yesterday, Koch charged that Treasury Secretary W. Michael
Blumenthal had promised more than $80 million in additional
federal aid this year but had only &livered $17 million.

Koch said the:city could settle for $100 million in fed-
eral aid for fiscal 1980, but claimed that along with the addi-
tional aid, $145 million originally promised for fiscal 1979,
ending June 30, never showed up. Another $221 million in the
plan for fiscal 1980 is in danger, he said, because Congress
did not renew countercyclical aid and certain other programs.

Leaves yelling to others

"I was going to say, 'Mr. President, how long can this
go on?' Of course, I was going to say it modestly. One doesn't
yell at the President," Koch said. "I'm going to leave the yell-
ing to other people."

"All we're asking is that they keep half of their commit-
ment," he said.

Koch's memo outlined where $100 million from the feds could
~be found ~-- $40 million if countercyclical aid is renewed, for
instance, $10 million if a Social Security contribution hike

is rolled back, etc. '

The President was ready to dispute Koch's charge and
level some of his own, according to some White House briefing
papers prepared for yesterday's canceled meeting.

Trail of broken promise
Carter was told that Koch had left a trail of unfulfilled
promises last year on actions that would have helped reduce the
projected $1 billion city budget deficit. )
Deputy Treasury Secretary Roger Altman said he had informed

Blumenthal that the city's finances were in worse shape than ex-
pected at the end of the year for four reasons: the Congressional

MORE



reduction of the Comprehensive Employment and Training Act,

the loss of Carter countercyclical revenue sharing plan; higher
than expected labor settlements in the city; and the small
number of budget cuts Koch has made.

Sees cuts. 'back loaded’

‘Altman predicted that those factors would force the city
to "back load" the most extensive budget cuts in 1981 and 1982
at the tail end of the city's four-year fiscal plan.

The meeting had been arranged by Moynihan after he re-
portedly alarmed Carter last month with the warning that "the
city continues to slide into bankruptcy."”

Moynihan said yesterday that he still believes the budget
gap will be closed by an equal sharing of the costs between the
feds, the city and the state. He said the federal share should
come from Carter's coming welfare reform package. '

# # #



THE NEW YORK DAILY NEWS
Tuesday, December 26, 1978
Page 18

KOCH SEEN OFF BASE IN SLAP AT CARTER
By Bruce Drake
An Analysis

Washington (News Bureau)--Is Mayor Koch an ingrate?

That question is being raised by some Carter administration
officials who were under the impression that their successful
advocacy of the $1.65 billion federal loan guarantee bill was
no small repayment of the President's political debt to New York.

But as concern mounts anew about-the fate of the city's
financial recovery plan, Koch has complained- publicly that the
administration is "reneging daily" on finding ways to provide
additional federal aid for the city to help plug its budget
~gap -- over and above the assistance made possible through the
loan guarantee program.

Koch repeated that position Thursday, telling Carter in a
memo that he believed Treasury Secretary W. Michael Blumenthal
made a firm commitment to find $145 million in federal funds
this year and $221 million in 1980 as party of the four-year
financial plan.  All that's shown up this year, says Koch, has
been $17 million.

On shaky ground

But in trying to shift part of his burden back to the feds,
Koch is on shaky ground.

For one thing, administration officials, including some
privy to the many meetings between Koch and Blumenthal, insist
that the Treasury Secretary did not give Koch a hard and fast
commitment to deliver a specific-amount of federal funds.

"He said that he would try," recalled one administration
official. "Considering that many of the proposed ways of pro-
viding more federal aid to the city were legally iffy, and con-
sidering that others required legislation and depended on con-
gressional whims, ‘any other response would have been irresponsi-
ble. Xoch was in Washington for nine years and he should know
that better than anyone." '

MORE



A major item that the city counted on for 1979 was $84
million from the reauthorization of the antirecession aid pro-
gram.

But that program came close to being killed in 1977 by
its chief foe, House Government Operations Committee Chairman
Jack Brooks (D-Texas), and there were numerous warning signs
as early as last January that Brooks and his allies would suc-
ceed in killing it -- as they did -- this year.

But when Koch was questioned about his plan's reliance
on antirecession aid during several trips to Washington during
the year, he either expressed his characteristic upbeat view of
events or downplayed it as just one element of the plan that
would and could be altered if necessary.

And when Koch took office, his "wish list" of proposals
to Washington on ways of increasing federal aid was, for the
most part, a carbon copy of the same proposals that former Mayor
Beame had sought unsuccessfully.

Koch, for instance, has continued to propose that the
federal government boost New York City's revenue-sharing funds
by $20 million a year by including 750,000 illegal aliens in
the population estimates that determine each city's share. But
city officials had been warned since the Beame administration
that counting illegal aliens in New York could result in a
rush on the Treasury by Los Angeles and other western and south-
western border cities seeking similar extra funds.

For the most part, it appears that Koch would be hard
pressed to make the case that Carter hasn't been generous to
the city -- even when the loan guarantee bill is not considered.

Positive steps taken

The Carter administration settled a years-long dispute
over social service payments to the states that meant more than
$75 million to the city. It proposed and won a new formula for
community development block grants that will ultimately increase
the city's share by about 50%. It supported formulas in multi-
billion dollar public works bills that insured New York State
and the city a maximum possible share.

Carter. also doubled the federal public service jobs pro-
grams, enabling New York City to field a federally funded

MORE



payroll of 27,000 workers under the Comprehensive Employment and
Training Act. The administration proposed and won new money
for hardpressed cities under thisyear's elementary and secondary
education bill, which may mean an extra $100 million a year for
New York City.

The major category in which Koch can justifiably say
Carter has reneged is welfare reform. Carter promised in his
1976 campaign to lift the welfare burden off the backs of local
government -- a $556 million burden for New York City. He has
since retreated from that position, although there also is no
assurance that Congress ‘would have supported completely a total
fiscal relief proposal.

The Carter administration is split :into two .schools of
thought about Koch. Some presidential advisers want to bend
over backwards to make sure the Koch-Carter relationship remains
cordial because of New York's importance in the 1980 elections.

But other Carter advisers are beginning to grumble about
some of the mayor's recent statements. "I think some people in
the administration should realize that New York politicians like
Koch and (Gov.) Carey are experienced at playing hard ball," one
aide said privately, "and. that .the only way to keep things from
getting out of hand is to play hardball back."



'SUBJECT: .~ - Meeting With Senator Moynihan et al .

' I. PURPOSE OF MEETING

.senator Moynlhan requested thlS meetlng to dlSCuss:;5F77i>_ :
.welfare reform and other issues of importance to New York.

_;Clty s 1mpend1ng flscal problems._g:g;
L II. PARTICIPANTS AND PRESS PLAN i

fSenator ‘Daniel Patrlck Moynlhan J;_”
~-Senator Jacob-: Jav1ts : o
- Governor Hugh. Carey -
.- Mayor Ed. Koch: : :
'Deputy Mayor Phil T01a _
.+ City Budget Director James Brlgham , B R
" . Robert Morgado, Secretary to. the Governor;f”" S

“’VﬁPress Plan-’e None

IERUPCRONE

THE WHITE HOUSE
._WASHINGTON

December 20, 1978 QA_f?ﬁ;__- S
fﬁ :

MEMORANDUM.FOR THE PRESIDENT

FROM:. - STU EIZENSTATSi o SRR
7 "JACK WATSON -

. ORIN KRAME

The prlmary focus of the participants w1ll be on New York:*

L




Partlc;pants Agenda

" The participants are llkely to make the follow1ng S
arguments. _ : : '

-— . The City’ s flscal outlook has deterlorated
because of the reduced prospects for federal aid. :
Mayor Koch says he is committed to take whatever actions
are necessary to balance the budget as required under -
the City's Financial Plan, but he will argue that S e L
- extremely damaging cutbacks will be required if 1ncreased N
-federal aid does not materialize. Senator Moynihan's L
view is bleaker: that the City simply cannot comply -
with the Plan and faces bankruptcy if more federal ald
~is not forthcoming. Moynihan suggested yesterday that
- the federal, state and city governments. each take , S
. responsibility for closing one-third of the City's - .
$1 bllllon budget gap - whlch is unreallstlc..v."’ S

c -— Thelr basic. argument, Wthh they may not state o
fexp11c1tly, ‘is that  the Administration dealt with the
City's financing (i.e., borrowing) problem through the
- Loan Guarantee Act, but that the Administration has not . ST T
: adequately addressed the underlying problem which causes - '
"the City's credit difficulties, i.e., the budget. def1c1t '
They will argue that their commitment to balance the '
City's budget by 1982 was predicated on certain - :
assumptions about increasing federal aid, that Treasury
initially characterized those assumptlons -as valid, - and
- that the prospectlve "shortfall" in federal aid .. . --:ng--
' constltutes a "breach of falth" w1th the Clty._;,,g{.¥~"*'

: Consequently, they w111 ask you to redeem the f;ﬂ
-qumlnlstratlon s "commitment" to increased fiscal aid, .
'rthrough welfare reform and a varlety of other actlons.g;;f

This memorandum describes the CltY s budget outlook the ¢
‘real nature of the Admlnlstratlon s "commltment," and a;3
. recommended strategy for the meetlng.__’




ycityfs‘Fiscal Condition

“A. The Problem ;4'

The Loan Guarantee Act w111 meet New York'

- borrowing needs over the.next four years.- 3However,f

.. tightened restrictions on the use of CETA funds. - These f?f

the financing commitments of the various parties are
contingent upon the phased elimination of the City's | .
"~ $1 billion deficit over four years. -Although the =
f1nanc1ng problem is. tentatlvely resolved, the budget -
"outlook is deteriorating, as projected deficits have
‘been revised steadily - upward since last spring. The

- City's present deficit estimates, which have been v
accepted by Treasury, are $408 million in Clty fiscal
1980, $882 million in 1981, and $! billion in 1982.

In evaluating the implications of those flgures, you
might note the follow1ng.

' - Desplte -the upward trend, the Clty s "real" S
~ deficit is not 1ncrea51ng.. The apparent increase in the“‘f~e-
gap reflects two. factors: = (1) the transfer of operating : -
expenses from the capital budget to the operatlng budget

(the practice of capitalizing operating expenses will be

" eliminated by 1982), and (2) the official Plan does not .
‘reflect any unanticipated non—recurrlng revenues,  which
normally amount to 2-4% of the City's revenue base. . In
fact, . City revenues and baseline expenditures are growing o
at the same rate. Thus the elimination of the $1 billion
deficit should permit the City to achieve a recurring IR
budget balance after 1982 without major annual expendlture’ )
_reductlons or tax rate increases. -

: - All partles and the Congress always recognlzed that'fﬁ
the City would face deficits until 1982. The increased "= = -
magnitude of the deficit, which has now assumed “crlsls“i““fwl
proportions, reflects several factors. First, the Congress 7'
failed to extend countercyclical fiscal assistance .and :

. Congressional actions cost the City $117 million in 1980. °
ASecond Jast summer's labor settlement added $165 million Jf*
in 1980 and $225 million in each 1981 and 1982. F;nally,,
unant1c1pated one-shot revenues and spending shortfalls =~
enabled Mayor Koch to defer planned 1979 City cuts, which
‘would create recurring savings, until 1980._'This has - -~ -
, "backloaded" the 1980-1982 gap. : SO PR
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-~ This analy51s of the w1den1ng deficits suggests

" several conclusions. First, the Mayor once pledged to
~implement service cutbacks and 4% attrition in fiscal
1979. In our view, the Mayor's failure to implement these
cuts in 1979 was a mistake, and his failure to do so has

- . deepened’ the post-1979 deficits. The Mayor would respond’

that his obligation was to meet a fixed deficit reduction U
mark in 1979, and that non-recurring revenues permitted him

. to do so without implementing the cost reductions he had
initially prescribed. The Mayor is technically correct,

. but he is subject to legitimate criticism for having by-

passed the opportunlty to’ capltallze on his polltlcal

‘,Eppularrgy to make major cuts in 1979.

- Treasury and Stu have rev1ewed the actlons the

'_Clty 'is comtemplating to meet its 1979 and 1980 deficit

reduction marks.. Although tension may develop asthe City

- moves toward the January 15 announcement of its 1980 fiscal L
. plan, we are confldent that the Clty s 1979 and 1980 goals -
_w1ll be met.: _ N S

_ “e=  The year in whlch the most drastic cuts must bef e
. 1mplemented is City ‘fiscal 1981. To achieve the necessary - . .~
‘savings, it will be necessary for the City workforce to
‘shrink by 44,000 jobs (22 percent), which will follow the . ST
-20% shrinkage that has already occurred since 1975. - Leaving - ‘
the social costs aside, the fact that the municipal unions

" - are both the City's bankers and the recipients of the cut-

backs will make the achievement of the 1981 mark extremely -
difficult, to the p01nt where serious discussion of the —~ - 7. -’
bankruptcy option is:. possible.  Indeed, the 1981 defiecit . - =
-is almost certainly understated, since 1981 projected - -
. expenditures do not take account of increased labor costs.
_Existing municipal labor pacts expire at the end of fiscal . o
* 1980. The Mayor is taking the position that any new wage .. . @ =
" ‘settlement should be funded through productivity savings,&{-j” S
but nobody regards thlS pos1tlon as tenable. g;_,-_ e

) “Because ‘the Clty s fiscal 1981 beglns July 1 1980,”
-and because the crisis will peak at the beginning of the =
~fiscal year, the Administration's polltlcal ‘problem is -

evident. The dynamlcs of New York politics are such that -
- local parties are almost certain to blame the “1980 flscal
crlsls" on the Admlnlstratlon. L :
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- B. Admlnlstratlon Strategz

- For both substantlve and polltlcal reasons, the ’ N
Admlnlstratlon must accelerate City expenditure reductions -
and increased State aid in order to modify the present

"+ back-ended nature of the plan. Specifically, we must

.achieve significant City cuts and increased State aid in T
the City's 1980 budget. to produce recurrlng sav1ngs in
1981 and 1982. . . o

_ The Mayor asserts that he will take the necessary
tough actions in 1980, but we have already joined Treasury -
-in working closely with him to assure that our objectives
are achieved. The critical open issue is the State role, S
and the magnitude of the Governor's commitment is unclear. "~ ~° ..
The State has a true $610 million surplus for fiscal 1979,  ~ = ..
and $600 mllllon has been progected for tax refunds. EEOERS

The Admlnlstratlon has several upcoming opportunltles
. to force the necessary changes. First, Treasury must
approve the City's January 15 Plan. Second, the issuance -
of Federal guarantees in February is contlngent upon

. Secretary Blumenthal's finding that the City is maklng'v

.;"substantlal progress" toward a balanced budget._izg L

: It would be preferable for the Clty and State to take R
" the necessary steps without the appearance of pressure from = =
" the Administration, which could be used to make the Adminis- = -
tration politically accountable for the cutbacks. Nonetheless,
- we must be prepared to intervene more actively than Treasury = . -

~has in the past to assure that the necessary actlons to

mltlgate the. flscal 1981 problem are taken. o

. ' While we are engaged in this qulet effort to assure a R
- satisfactory City budget, our public statements should suggest-fpg
 that while the Administration seeks to be cooperative, primary .
responsibility for resolv1ng thls problem is w1th the Cltx T
-and State.,mf“- e . . e , _

b
L

' You can mention in- general terms your commitment to do
‘your part through programs such as welfare reform (fiscal
- relief) to aid the City.  However, we Stronglyfrecommend
against specific commltments regardlng other programs or
aid levels. : , :




"Recommended'Talking Points

Introductlon

- During . 1976 campalgn, I pledged a partnershlp
with Governor and Mayor to solve the Clty 's crlsls.t,_-'

R Once elected I formed it. It has worked well
so far.
—— That partnershlp“got us the Clty Guarantee Act;'r

which was one’ of your hlghest prlorltles in the 95th
: Congress. . L S .

- Let s contlnue that partnershlp approach for 1979
"To Koch-.vl; .

_ - Reallze your commltment to balance the budget and_:éf**r*
'take whatever steps are necessary to do 1t.:'.’ _

- Nevertheless, hope that you w1ll propose major D
and structural changes in the City's expense structure——f~-~*?"”
hospitals, City Unlver51ty, etc. —- in your January 15
budget message.* o , L , :

. ——' Those major costs are needed now to av01d a
-dangerously "back—loaded“ budget balanc1ng task.

- Such deep cuts are not easy, but they must be ;\dtd
‘done. . . e o , Ea

_yours. 'd_uﬂ- 'f' ] o S
To Carey _f;uff-@h{q?
- C—— Your record of 1ncreas1ng State ald to the Clty
is good. :
,=’ - You pledged a $250 mllllon 1ncrease ln 1979 and
‘_dellvered on it. : : S L

: You also testlfled that thlS $250 mllllon o
probably could grow to. $450 million by 1982. Our numbers

. show that the full-amount.of those increases w1ll be
needed: for NYC as rapldly as p0551ble.» :



On Federal'Aid:

~—— The conventional wisdom was that the Loan
Guarantee Act proposed by the Administration could not
be enacted. You requested it, you got it, and it .
requlred an extraordinary effort on the part of myself
and Secretary Blumenthal._ Let’s not forget 1t :

L == On flscal assistance, - flnal budget dec151ons o
- have not yet been made, and the Administration remains -
gcommltted to meeting urban needs. But fighting inflation _
is the top national priority, it is a priority'of New York . * = .
citizens as well as others, and it will require a tight . S
budget. Congress may cut my budget rather than expand 1t._"

, S —— Last;year federal a1d to New York State 1ncreased
Qyﬁnearly one-third, the largest increase of any State.

" The Clty has also done well. The Administration's -
economic . stlmulusgpackage alone brought the City $561
million-more- than the City's total AFDC expendltures.

em I will be maklng recommendatlons regardlng welfare .
' reform shortly.“;;xa : :

The key pr1nc1p1es w1ll be~

: A unlform natlonal mlnlmum beneflt, w1th statej’hh“?
’ 0ptlon to supplement above that and recelve some federal S
matchlng._ S ) : - , : : ‘

o Flscal rellef, although I have not dec1ded on the
“level S AR o o . S

S ‘-—' Improved work 1ncent1ves and expanded work )
,opportunltles ‘as an alternative to welfare, although at -
a lower 1evel than the Admlnlstratlon S or1g1nal package.

) R would be 1nterested in your thoughts as to when such
fiscal relief should be phased in (the Clty needs the rellef
in 1981). ‘ :

. ROTE: B
AA’welfare.reform:decision‘packageoWill'befsubmittedﬁ?;ﬂf"Eu

to you on Friday with options ranging from roughly $5.5 - - .
to $10.7 billion at full implementation in FY 1982 dollars.




-~.attempt1ng to have resolved for years.

't:.fMayor Koch) will raise the issue of Westway with you.-‘f

The low option will include $900 million in fiscal
relief, with $66 million for the City and $178 million
for the State. These levels are approximately one-third
-of what last year's proposal would have provided and
two-thirds of what the Moynihan-Cranston-Long proposal. :
promised, ~although the latter would have provided relief
- beginning sooner. OMB, DPS, and the departments will
recommend that the cash elements of welfare reform,
including fiscal relief, be phased in for FY 1981 if-
negotlatlons on the Hlll nmake that de51rable. '

: - Regardlng the Administration's "commltment" -

~we will continue to attempt to meet the City's needs in =~

the context of overall budget constraints. Treasury .and -

Stu have already begun meetings to determine how we can .- L

_help with your 1980 and 1981 budget problems. We fought = = -
together with Senator Moynihan to get the Congress to S

enact the countercycllcal bill which would have glven o

- the Clty $125 mllllon in 1979. : '

leew1se, Secretary Blumenthal commltted to o
seek favorable action on the administrative actions.you . -~
requested. ‘'But some of those "administrative" actions _ ,
required legislation, and others involve issues which are - =
-extraordinarily difficult and which the City has been"

A
R

, L —— On March 2 1978 Secretary Blumenthal stated
‘the Admlnlstratlon s p051t10n before the House Banking -
‘Committee: = "our general view is that the City has . .
“primary respon51b111ty for its budget, and beyond that,,
~ the State has the principal responsibility. Nevertheless, .- - .

- the City's needs are such that some federal re51dual budget;htﬁ-
'.a551stance 1s clearly justlfled " R

‘SWWestway ;' 7 : :
g It is probable that Governor Carey (or p0551bly

' Governor Carey has been quoted in the press as saying he
_thlnks you -should fire Chris Beck (the Regional EPA
- Administrator in New York) for his failure to give EPA =~
. approval to the project. Governor Carey is, publicly and"
privately, blamlng the Federal government for the delay in
. going forward on Westway. ' The fact of the matter is that R A
the Federal government cannot act until the State acts on -
the air and water quality issues involved .in the case, and Lo
the State has not done so. - :




-‘Recommendatlon

,:that you have the utmost confidence in Doug. Costle and in {g
~his judgment, both in running the agency and in selecting

~goat in thlS matter (as he is’ trylng very hard to do )

'5—_8-

-— Last year, the New York State Department of

. Environmental Conservation refused to issue an air

quality permit and, instead, reopened the hearing process.-
As of this time, the State has Stlll not 1ssued the
necessary permlt »

| —— As to the necessary;waterfquality7permit,-here
too the initial decision is at the State level. Under

long-standing regulations, the Army Corps of Engineers

does not act to grant a Section 404 permit unless and

until the State issues its own certlflcate, that has not

been done in New York.

You should‘be aware»that two other'Federal agencies
have expressed serious objections to the project based

upon its effect on water quallty in the Hudson River. -
'The Fish and Wildlife Service in the Department of

Interior objects to filling 'in such a large portion of

. the river, and the Marine and Fisheries Service in NOAA -

objects on the ground that there is a better non/water'_

.alternatlve. ' R ,_s, S e

EPA has 1ndlcated (through Chrls Beck) that there arefiﬂi.ffﬁ
1nsuff1c1ent data on the water quality issue for EPA to o
make a recommendatlon to the Corps on the matter, oxr to

exercise its final approval authority under Section 404(c)

of the Clean Water Act. Whatever decision is reached by

" the District Corps Director, the final decision will have -
‘to be discussed by the neational office of the Corps w1th

the objectlng Federal agenc1es._1:fn

Wlth respect to Chrls Beck, we thlnk you should say

his regional administrators. Carey should not be permitted =
to make Chris Beck, or the Federal government, the scape-" o

Wlth respect to Westway in general, you can assure

' ‘the Governor that once the State makes its own de0151ons,fffh )
- the Federal agencies will expedite their review and make = -.
‘decisions in accordance with their legal respon51b111t1es.fg'»

Whatever decisions are ultlmately made must be supported
by a thorough record, since the decisions and the entire N
process by which the decisions are made are. subject to 3ud1c1a1

‘review, and- w1ll almost surely get 1t. .
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THE CiTY OF NEW YORK

| ¢ :
1 /)1\) OFFICE OF THE MAYOR

NeEw York, N.Y. 10007

December 21, 1978
Hon. Jimmy Carter '
- The President v
The White Bouse
-Washington, D.C. 20005

Dear Mr. President:

I was sorry to Iearn'of'your illness this morn-
ing but pleased to be reassured that it is transitory.

The Governor, Senators and I look forward to sched-

- uling another appointment shortly. In preparation for our

meeting, ‘I had prepared.a brief analy51s of where.. we“are,ln
. New_York. Clty f1nanc1ally. That memorandum was circulated

amongst those who were .to be present at the meeting this :

morning. Knowing the nature of government, these materials
. are never kept confidential for more than a day: when so

-many people have them. Therefore, I have released the mem-

' orandum this morning to the members of the press. to make ’

- available the full scope of its contents instead of leaving '

' the public to speculate on only the leaked portions. | o

[

- .May I also thank you for yoﬁr-kindness in sending
the pictures of you, Mrs. Carter,-the Governor and myself _
taken at the_heliport when you were last in New York'City.d;;'

I look forward to our next meetlng and ‘more . 1mportant-"
. to your speedy ‘recovery. '

.Sinéerely;.

Edward I. Koch
MAYOR

. Hand Dellvered by Jullan Splrer, Dlrector of the New York Clty
Washlngton Offlce
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"THE CiTy oF NEW YORK
OFFICE OF THE MAYOR
. NEwW YorK, N.Y. 10007

' December 21, 1978

"‘MEMORANDUM

To : President Jimmy Carter

From: Edward I. Koch .
Mayor -0of the City of New York

SUMMARY

On .January 20, shortly after I assumed office, I submitted
to W. Michael Blumenthal, the Secretary of the Treasury, a Four
. Year Financial Plan covering the fiscal years 1979 through 1982
-which had been approved by the City, State and Federal Govern-. -
ments. The purpose of this Plan was twofold: to set forth the-%"
means by which the City could achieve a truly balanced budget .
by fiscal 1982 and to establlsh a program by which the City - o
could obtain adequate sources. of ‘financing untll 1t was able tolﬁ,
re—enter the credlt market.f' . : : v

Through your support, and w1th ‘the 51gn1ng of the guarantee B
bill, the latter problem has been solved. -The former problem P
-.remalns w1th us and is the subject of thls letter. oo

The guarantee blll was passed by the Congress on the ba51s__j
of the Financial Plan. :This Plan contained commitments by the: =~
- City, the State of New York ‘and the - Federal government to- under- .
‘take actions which would close the City"s budget gap for the next"”
four years. The plan was. stated as:a partnershlp between the - L
' City, the State and the Federal government, ‘since it has been’ . |
~generally recognized that the City alone does not ‘have the re-» -
'ﬁsources to deal w1th thls problem by 1tself.“ S -




- As projected in the January 20 subm1551on, the gaps are as
follows. '

($ In Millions)

FY 1979 FY 1980 FY 1981 FY 1982

$457 - $704 . $903  $954

‘The plan stated that these gaps would be closed by a series

- of City, State and Federal actions and commitments, which for 1979

amounted to $200 million for the State of New York and $83 million

. for the Federal government. While State assistance actually
exceeded Plan commltments, the Federal assistance fell far short

of the amount indicated in the Plan. :

In drawing up our Flnanc1al Plan, we assumed that ex1st1ng
.Federal aid programs would be maintained at current levels.
Additional aid, in the amount of $83 million, also had been pro- .
jected, with federal concurrence. As Secretary Blumenthal stated
in his testimony before the House Subcommlttee on Economlc Stabl-
llzatlon. : '

The Federal Government reviewed -its program and
indicated that we would, under existing programs,
through counteryclical revenue 'sharing, through

' community development.reallocation, and through
the Carter welfare reform that is coming along, be
able to provide additional resources to.the City.

‘Yet, not only do we now project that the City will receive only
$17 million of the projected $83 million, but existing -aid pro-- ‘
grams have been cut. The effect of these reductions and the con- -
sequent shortfall in Federal aid -‘is to force the City to provide .
another $145 million from its own limited resources, in addition
to the $174 million in. Clty actions set forth 1n the Plan for o

-the 1979 flscal year..¢ S N i il _:vf

e Clearly, the shortfall in. Federal ald for flscal 1979 w111m.
-have deleterious-effects on basic’ municipal services and the -
quality of life in the nation's largest City. And, just as.
clearly, we cannot absorb any further federal shortfalls. in
'succeeding years. It also is unlikely that the City will un-
cover any new sources of revenue. It is clear, then, that the
. Federal government must meet its commltments 1f the Four Year
'-F1nanc1al Plan- 1s to. succeed :



REVIEW OF FISCAL 1979 -

Let me briefly review the events that ‘have happened since
- 1 presented the City's Four Year Financial Plan on January 20
1978.

After we submitted the Plan which had been approved by the

Secretary, representatives of the Federal government and State
. government continued to meet with the City to develop the
specific programs necessary to close the City's FY 1979 budget gap
. On April 27, 1978, I submitted my Executive Budget which was '
“balanced -and incorporated the. City's gap closing .actions as
well as the Federal and State programs which were developed

from our joint discussions. This budget was adopted by the

City Council and Board of Estimate with relatively few minor
changes in June, 1978. At approximately the same time, our
fiscal monitor, the Emergency Financial Control Board, approved
~the City's 1979 Financial Plan whlch corresponded to the. Clty S
adopted budget.

However,‘ln'August, serious concerns were raised involving
the cornerstone of the Federal assistance program =-- the counter-
cyclical aid program. The City began to implement elements of
its contingency programs to provide for additional savings in =
fiscal year 1979. 1In September, when it appeared that Congress
. would adjourn without passing an extension of the countercyclical -
.aid program, I reviewed the situation and decided, among other
actions, to implement a hiring freeze and severely restrict non-
personnel related expenses in order to generate the savings ‘

- necessary to keep the budget in balance. This loss of Federal

~ assistance not only forced the City to take. dramatic action to

~ the resources to meet the 1ncrea51ng budget gaps on its own. -

- maintain its balanced budget, especially at a time when the City
‘was trying to complete the flnanc1ng agreements associated with
‘the loan- guarantees and develop- its plans to enter the public
market, but also has called into question the level and reality
of the Federal commitment to New York City that had been presumed
in all four years of the Flnanc1al Plan. _ : R h

G _ I belleve 1t lS 1mperat1ve that the facts of the Clty 'S’
_“budget condltlon ‘be, made known to you personally._;
"believe that I have' demonstrated through the various "actions’ o
"~ that I have taken to date, that New York: Clty will ‘continue to
do all within its power to balance -its budget. .- We can and we . -
will do more, .although there is no doubt in my mind nor in the : - .
" minds of knowledgeable observers that. the City does not have . -

‘-The ‘State has also demonstrated a large ‘measure of support andglf
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commitment and, as the facts will show, has already exceeded
its commitment for Fiscal Year 1979 as spelled out in our
earlier Plan. In addition, the Governor has restated his
commitment that the State will meet its commitment to provide
additional aid to the City for Fiscal Years 1980, 1981 and
1982 as set forth in the Four Year Financial Plan. It remains
for the Federal government to fulfill the commitments that we
feel were made and which are evident in the record.




Four Year Financial Plan

-

Overview of Federal Assistance




Four Year Financial Plan
Federal Assistance
($ In Millions)

FY 1979  FY 1980 . FY 1981  FY 19
'~ January 20, 1978 Financial Plan
General Revenue Sharing: - $306 - $303 $311 $312
Countercyclical Ald 84 57 - =
Total - 390 360 311 312
Additional Support Commitment* 83 108 132 120
Total Unrestricted Federal - ' .
Aid Commitment 473 468 443 432
-Adopted Financial Plan. November 9, 1978
' Géneral Revenue Sharing 303 204 299 301
Countercyclical Aid L s - = -
Loss. in CETA Revenue _ L - } (57) . (57) . (57
' Housing Assistance 7 T 7 7
Other Assistance 3 3 3 3
_Total Per Financial: Plan _ 328 ¥ b7 282 1Y
of 11/9/78 ' - _ - _vf—f

"qupecifiedf?ederanACtibﬁeff

. * The additional .commitment for FY 1980, 1981 and 1982 is derived ~:. .~
-+ by applylng the ratio between the Federal Actions to the total *
- actions in FY 1979 (834283 = 29.3%) to the Federal and State S
: Actlons 1n the January 20 1978 Plan. -




Summary of City Gaps. To Be Closed

Below appears the summary of the City's gaps to be closed
included in the Four Year Financial Plan approved by the Financial
-Control Board on November 9, 1978. As shown in the plan the City
‘has already taken steps to offset the loss of the $145 million of
.. federal aid and thus has been able to maintain a balanced financial

pPlan for fiscal year 1979. - Furthermore, the projected gap to be
closed by Federal and State actions before the City  Supplemental
program for Fiscal Year 1980 has been reduced to $300 million because
of these ‘additional City actions. The State has’ committed approx-
~ imately $200 million to closing this gap. Thus, the Clty is seeking
from the Federal government -an.additional $100 million in FY 1980,
an amount  far less than the commitment of $221 million included in
the original Four Year Financial Plan. If the Federal government
does not honor even this reduced commitment, the City will have no
choice but to implement a program of drastic reductions which will
seriously impair its ability to render essential services.

We would also state that while the current Clty actions have'

. in effect reduced the Federal commitment requlrements

a,¢Supplementa1_C’

by $145 million in FY 1979 and by $121 million in FY 1980, the Clty
will reguire the application of these unused commitments in FY 1981
and FY 1982 as part of the actions necessary to close the gaps in
those years.

FY 1979 FY 1980  FY 1981 FY 198

($ in millions)

'-Gap TofBe‘CIOSed Per Financial o T f‘ :
. Plan Adopted 11/9/78 =0 8 (439) - s (879) '~$"(1'°

City Program to Close Gap - - 139 - 303

- 'Remaining Gap To Be Closed e
.-by Federal and State Actlons L= oo (300) . (576) (.

P

L1 o375

Remalnlng Gap To .Be. Clo: a..-

by Federal ‘and: State Actlons_jf L "ffﬁ$”(i8§dtL5}$¢1201)‘Tg$?(p7‘



Federal Assistance

($ in millions)

Legislative
Reauthorization of countercyclical . $ 40.0

'Rollback or other relief of,Sbcial _
Security employer contributions : S 10.0

Welfare Reform that does not expand
. case loads and provides interim relief,
.such as the Moynihan proposal : - 36.0

Nursing home cost funding to 100% on a
phase in basis over three years e - 49.0

Increase .in appropriations. for newly
authorlzed Transportatlon and Education
programs '

- Maintenance of CETA program at- current
_funding levels. A reduction of CETA"
- jobs would cause an increase in
unemployment. and substantial. expansion
‘of the public assistance and the medical
. assistance rolls

Adminlstratlve Recurring - A551stance(Except
where notedY

A Contlnued eligibility of 1n rem program
- for a CD V funding from current level of
- /%40 million to $100 million. This action
- would prevent. an additional budget gap
up to $100 million.

, JCompletlon of acqulsltlon of Clty/State
;‘fhou51ng unlts L

 ?:Full reimbursemeént for- advances made for
. HR clients pending SSI. determlnatlons.___',._a___; e
This is a non-recurring action. - - : :g e 800

-,*Approval of .CETA indirect: cost rate. Only R -
. §85 mllllon of thlS actlon 1s recurrlng.: '_3; T _e:25;0

ve'Rec151on of acceleratlon of localltlesj '£ S St
;‘payment schedule for FICA - S 3.0

'General Revenue Sharlng appeal to permlt

inclusion of Stock Transfer Tax and uncounted

‘persons in the population estimate. Only - : :
'$6 million of this action is recurring. - : 24.0

Wards Island:—,National‘Eire Academy ":»77“ | _1;4

~3-



($ in millions)

Expansion of UN-Police Protection' 1 3.0
Regulationsto permit broader coverage

Approval of a demonstration program to
permit direct rent payments by the
Department of Social Services to ‘
the Housing Preservation and Development
Agency and/or the Housing Authority for
welfare tenants living in in rem or
public housing would increase City rent
" collections ‘ '
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THE WHITE HOUSE
WASHINGTON

December 20, 1978

MEMORANDUM TO THE PRESIDENT

A. E. Kahn %W{ﬁk;

FROM:

SUBJECT:

Main Developments in the Anti-Inflation
Program, December 8-21, and Background on
Some Upcoming Issues

I. Informational Items

A. Wage/Price Standards

l.

The final pay/price standards were released
(after public comment) last week

The modifications on maintenance of
fringe-benefits costs and the profit-
margin restriction were, on balance,
well received; the comments have been
highly favorable.

Future clarification of the standards
(particularly as they apply to specific
situations) will be handled by CWPS
through regular releases of Q's .and A's.

The high volume of calls and letters and
the nature of the questions convinces

us that the standards are being taken
very seriously by companies and employee
groups.

The very seriousness with which the
standards are being taken creates some
problems. Many companies have already
sought to file requests for exceptions,
as in a mandatory program. This is
generating -a heavy workload.

The program has temporarily avoided a court
challenge on the legality of the procurement
sanction. :

N
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~- A Federal District Court has temporarily .

resolved the West Coast paper industry
union suit against CWPS by denying their
request for an injunction and regquiring
CWPS to provide a. full hearing on the
union's request for a "gross inequity"
exception from the standards. )

If CWPS declines to grant an exception,
the case may return as a challenge to the
procurement sanction.

A‘legal test of your authority is inevitable;
it seems desirable to have it early in the
program.

3. The oil worker'negotiations in January will
' provide the first major test of the program

We have met with both parties to explain the
Administration's concern.

There is the risk of a strike. The ability
of managements to maintain refinery produc-
tion offers a hope of keeping any economic
disruption to minimal levels. A sympathy
strike by Teamsters, refusing to deliver
products from the refineries, could inflict
serious hardship on the public, but the
likelihood of this is, we think, small.

We have established an interagency group to
monitor the economic impact.

There is reason to believe, however, that

the oil workers would like to avoid being

the first to defy the anti-inflation standards;
we think, therefore, there is a fair chance

of a settlement within the 7-percent standard,
perhaps by getting the union to agree to a
short-term contract that will shift the focus
to the Teamsters.

We suggést the Administration avoid making
-public predictions, beyond expressing cautious

hope and optimism.
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4. We have met on several occasions with leaders
of the Brotherhood of Teamsters.

~-- Their negotiations have begun and. the
contract will expire at the end of March.

-- This will be one of the most crucial labor
negotiations in 1979; the second most likely
trouble spot is rubber.

-~ A national strike would have very severe
: economic effects.

-- At present, we believe that a desire to
comply with the standards (in part because
of the potential political effect on efforts
to deregulate the industry) and economic
problems within the industry will lead to
a resolution of this contract close to our
7-percent objective.

5. The public furore over state and local legisla-
« - tive pay .increases in excess of the standards
has produced some victories.

-~ The Chicago Board of Aldermen sharply reduced
their planned increase and incorporated it
within a pay group that included other manage-
ment personnel of the city, and are now in
compliance with the standards.

-- Boston has done the same thing, on the basis
of consultations with us.

~- The Illinois legislature réjected a similar
resolution that we worked out in consultation
a70 . with the Governor. The Illinois and Ohio
e PPy legislatures remain in defiange of the stapdards.
A—e / /’.gff” They seem to be delaying, hoping that public
0{;/1& attention will recede. ‘

-- The high visibility of these cases has alerted
other public officials; we therefore expect
few problems with other States.
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6. Even with a general-schedule wage increase
of only 5.5-percent, we cannot be absolutely
sure that the average wage-plus-fringe-
benefit increases for Federal employees in
this fiscal year will be less than 7-percent.

-~ This is so because of "grade creep"--
promotions, merit increases and step
increases--whose ultimate size for FY 1979
there is no way of knowing in advance.

-~ If previous trends continue, as expected,
there will be no problem in meeting the
7-percent standard.

-~ Some members of the Administration, however,
; using the outdated published FY 1979 budget
~ ‘information have questioned whether Federal
workers will be in compliance with the pay
standard. And somé reporters have been

alerted to this possibility.

-~ This is obviously a sensitive issue and we
must leave no doubt that Federal workers
will comply.

-- We would, therefore, like permission to say
' (if we are pressed on the issue) that the
9[ .———-7 Federal Civilian Workers will definitely be
in compliance; that while we have no reason
from historical experience to expect this to
happen, we will be carefully monitoring grade-
creep, and if it appears to be exceeding
expectations, you stand ready to put a freeze
on promotions and merit increases in order
to assure compliance with the pay standard.

B. Inflation Outlook

Since this will be part of the budget overview on
Friday, I'll not burden this memorandum with it.

II. Issues for Future Decision

A. Legislative Package

It now appears that the legislative package of anti-
inflation proposals will be limited to real wage
insurance, hospital cost containment, and reform

of surface transportation regulation (although



legislation requirinhg_ a compliance test for
State and local grants remains a live possibility).

1., Opportunities to reduce excise taxes are
very limited, since it would increase the
budget deficit.

2. Proposals to the Federal grant payments to
reductions in State sales taxes are infeasible
for the same reason; and also because they
would meet strong political opposition.

3. Your advisers with competence in this area feel
that any attempts to change the minimum wage
law or the Davis-Bacon Act are out of the gquestion
politically. This is unfortunate, in terms of
the credibility of the anti-inflation effort.
It appears even the much more modest change of
postponing the scheduled increases for teenage
workers--even though it could have beneficial
effects on youth employment--would raise such
serious political problems as to be infeasible;
and its anti-inflationary effects would be so
slight it would not be possible to justify the
effort on those grounds.

4. Changes in the administration of Davis-Bacon,
however, offer significant anti-inflation
benefits and remain under active consideration.

5. The Economic Policy Group will shortly complete
the development of the Real Wage Insurance
proposal for your consideration. There are
several aspects of the program that will be
controversial. '

-- The higher inflation forecast for the first
part of 1979 will increase the expected budget
costs to $2-3 billion.

—-- There will be some difference between the CWPS
criteria for measuring a company's compliance
with the anti-inflation program and the
criteria for Real Wage Insurance.

-~ There are several plausible situations in
which a company will pay wage increases



above 7-percent yet still be in com-
pliance--for example, because its con-
tracts or pay scales were set before
October 25, or because it has a large
number of exempt employees. Since its
actual pay increases will average more

" than 7-percent, however, its employees
would not qualify for real wage insurance.

—-- The need for auditing by IRS also creates
some difficulties because of the problems
of measuring the costs of fringe benefits
with precision. _

—-- There are differences of opinion among your
advisers about whether Federal:employees
should be covered.

‘Energy Prices

" You will be receiving decision memoranda on two
energy issues with an important inflationary impact:
the decontrol of crude oil and of gasoline prices..

l. The decision to remove price controls on crude
oil requires a choice between the energy policy
(expressed at the Bonn summit) of bringing
domestic crude o0il prices up to world levels
and the inflation that higher prices necessarily
entail.

-- The issue is complicated by the fact that
any proposal to raise prices rapidly may
as a political matter require the Adminis-
tration to propose a tax on windfall gains
to producers. Such a tax would be an
addition to the already crowded legislative
calendar and may cause the same sort of
political difficulties as were met with the
Crude 0Oil Equalization Tax.

—-— Any proposal to raise prices slowly, on the
other hand, would require us to propose an
extension of the current EPCA authority,
either now or by 1981.

2. The Department of Energy has proposed to decon-
trol gasoline prices in order to remedy the
current inadequate incentive to build new
refining capacity. Without some action--



whether decontrol or an ‘increase in the present
DOE ceilings—-DOE believes, substantial shortages
of unleaded gasoline will develop in the period
after 1980. At this time, it is highly
uncertain by how much prices would rise under
decontrol, but increases of 3 or 4 cents per
gallon over -and above the increases necessitated
to cover the rising price of crude oil--~are
entirely possible.

—— We are working on how to apply the voluntary
~guidelines to refineries, should prices be
decontrolled. This is no simple matter, since
rising oil costs will make it impossible -for '
the oil companies to meet the price decelera-
tion standard; and the profit-margin standard,
too, may be excéssively restrictive because
DOE price controls have constructed their
profit margins excessively in the base years
(1975-77). A continuation of those compressed
profit margins may perpetuate the disincentive
to build new refineries. 1In addition,

-- We are working with DOE staff to develop a
better estimate of the inflationary consequences
of gasoline decontrol. '

Both of these deregulation issues will be compli-
cated by the recent sharp increases in OPEC prices
and the need to consider tax increases to recapture
any excess profits resulting from crude oil
decontrol.
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